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ships have been built to sail the Seven Seas, carrying } 
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industry, are in the forefront of the economic fight 
to save dollars Also in the dollar-earning category 
must be included Ropemaking, Engineering and the 
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MR. JOHN W. SNYDER 
(Secretary of the United States Treasury, who will preside over the Tripartite 
Talks which open in Washington early this month) 
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of course, offer a high degree of resistance against fire, fall or theft. 
The illustration above shows a specially constructed MILNERS 
Fire-Resisting Safe fitted with a Four-Drawer Vertical Filing Cabinet. 
This gives the maximum protection against the aforementioned 
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papers should seriously consider the installation of at least one of 
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A Banker’s Diary 


Tue Government in this past month has, as expected, pursued its policy of 
keeping Britain’s crisis behind closed doors. Circumstances have favoured 
this obscurantism. If one excludes the ominous behaviour of 

Approach the gilt-edged market, nothing sufficiently dramatic has 

to occurred to draw attention to the skeleton in the cupboard ; 
Washington and in this sunny and sluggish summer the visibility for the 
general public has been more than usually limited. Behind the 
scenes the witch-doctors of the Treasury and the Board of Trade have been 
working double time to find formulae for secret disposal of the corpse, and, 
while the Government’s hopes remain pinned to these efforts, nothing has been 
done, or seems likely to be done, to prepare instead for an honest burial. In 
short, Britain’s problem on the eve of the critical Washington talks still looks 
much as it did when Parliament dispersed. The gold losses are, of course, still 
continuing, and nothing definite is yet known about the effective timing and 
range of the dollar cuts to which all members of the Commonwealth are now 
apparently committed. On the home front, the Government shows no sign 
whatever of preparing for any major changes in policy. Its only visible move 
has been the clumsy effort to reduce certain utility prices by 5 per cent. by 
decree—in the hope of thus combating the wage pressure expected to show 
itself at the T.U.C. assembly which is just about to open. It is reported also 
that a sharp internal directive has been given to Government departments to 
achieve administrative economies in the next fiscal year ; but only a modest 
pruning is apparently intended. 

Apart from these minor distractions, the Government’s gaze has remained 
firmly fixed on the coming tripartite talks in Washington, whence Sir Stafford 
Cripps and Mr. Bevin are travelling with despatch cases overflowing with 
ingeniously devised briefs. They are designed to show, first, how greatly 
Britain has been the victim of world circumstances—and of American circum- 
stances in particular—and how little, therefore, could any purely British 
initiative contribute to the solution. Officially, even sterling devaluation is still 
regarded as an unnecessary and undesirable step. Yet nothing ought to be 
done to reduce British costs by any “ contractionary’’’ means. As the rashly 
liberal releases of sterling balances reveal, the watchword is still “ expansion ”’ 
and full employment. These magic phrases, presented as proof of post-war 
enlightenment, are to be the keys which are expected to unlock the dollar vault 
—for the provision of dollars through such routes as international commodity 
stabilization schemes modelled on the wheat agreement and the much- 
discussed American investment in “ undeveloped” territories. Even Mr. 
Havenga’s campaign for a higher doilar price for gold might be allowed to 
take its place beside these dollar-prospecting expedients. 

The American authorities may perhaps be rather less unsympathetic to 
these appeals than the American public, which, in common with much Con- 
tinental opinion, has lately reached new heights of indignation at Britain’s 
apparent unwillingness to help itself and at its alleged back-sliding in the 
campaign for liberalizing trade. Britain’s sincerity in this matter will shortly 
be put to the test, for the O.E.E.C. plan founded on Sir Stafford Cripps’s 
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initiative last May has now been approved by the Council. By October 
each member country is expected to submit lists of the commodities which it 
is prepared to import from fellow members on open general licences or against 
“ global ’’ quotas (that is, to import freely up to a prescribed limit) without 
demanding specifically reciprocal concessions. Other commodities, for which 
any relaxation would depend upon corresponding concessions elsewhere, are 
to be separately listed. Given the drastic reservations on which Mr. Harold 
Wilson has said that Britain must insist in implementing this scheme, it seems 
most unlikely to produce that “ vastly freer movement of goods ’’ for which 
Mr. Hoffmann, the E.C.A. administrator, recently appealed. His remarks 
plainly showed, however, the nature of the conditions with which Britain's 
negotiators will be confronted i in the coming talks. 


JusT over a year ago, in August, 1948, the first Anglo-Indian Financial Agree- 
ment was described here as “‘incongruously generous’’. Under this agreement 
India was allotted a hard currency quota equivalent to {15 
India’s Quid millions from the sterling area pool for 1948-49, and was also 
—pro Quo? to be permitted to draw down her accumulated sterling 
balances by {160 millions in the three years to 1951. In the 
event, owing to India’s liberal import policy, her hard currency deficit has 
amounted to the equivalent of £36 millions in the past twelve months, while 
the whole of her three-year sterling allotment has already been used up. It 
might therefore have been expected that when Dr. Matthai came to London 
to discuss dollar economies with the other Commonwealth finance ministers, 
he would have felt that he was in a poor position to demand any quid pro quo. 
Apparently Dr. Matthai—and the British Treasury—thought otherwise. 
Under a new agreement, announced on August 4, India is to be allowed to 
draw a further {50 millions from her blocked sterling balances in each of the 
years 1949-50 and 1950-51, plus an additional {50 millions to meet contractual 
imports in the first year if necessary. Moreover, there is to be no repetition of 
the arrangement for a specific “ ration’ of hard currency ; instead, India is 
in effect restored to full membership of the sterling area, with the usual freedom 
to draw on the central dollar pool. In return, the Dominion is to cut her 
dollar expenditure by 25 per cent. below its 1948 level, provided other Common- 
wealth countries do the same. Since India’s imports from North America 
were very high in 1948, she will not do at all badly out of this arrangement ; 
in fact Dr. Matthai, in a Press conference at Delhi, has estimated that her net 
dollar drawings from the central pool in 1949-50 will run between $145 millions 
and $150 millions (appreciably more than twice last year’s original allotment 
and approximately equal to the amount actually drawn). A similar bargain 
on hard currency drawings has been struck with Pakistan, who is to be allowed 
to draw down her sterling balances by £17 millions this year (compared with 
£10 millions last year)—with an explicit proviso that she can always ask for 
more if this does not turn out to be enough 
There are two possible explanations of Britain’s apparent eagerness to 
surrender during these negotiations—and during the parallel negotiations with 
Ceylon. The first is that the Government is determined to avoid transitional 
unemployment in the export industries by the simple expedient of giving 
unrequited exports away. Future trade agreements should be watched 
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carefully for any burgeoning of this intention, which, in view of the obvious 
need for making the best use of available resources, could be attributed only 
to political cowardice on the eve of election. The second—and more charitable 
—explanation is that the Government wants to smooth a path for the new 
Dominions in this early phase of full Commonwealth membership, a wish due 
perhaps to propagation of the ethical argument that poorer countries must 
keep up their level of imports even if richer countries can let theirs fall. If 
this is the Government’s policy, it is likely to get little thanks for it. The 
moral which will be drawn from the Indian agreement is that those members 
of the sterling area who take most freely will have more given to them, and 
that those who practice restraint will have a full quarter taken away. This 
seems to be dubious ethics. It is certainly chuckle-headed economics of a 
sort which the Commonwealth can no longer afford. 


Two significant signs of a quite unaccustomed flexibility have become visible 
in Lombard Street—one initiated by the authorities and the other within the 
discount market itself. On July 22 it was unexpectedly 
Flexibility announced that the Treasury bill offering for the end-July 
in Lombard tender would be raised from the long-sustained “ basic ’’ level 
Street of {170 millions to {190 millions, and on each of the following 
two weeks there were further increases of {10 millions. At the 
third August tender there was a slight reduction, to {200 millions, but for the 
final tender the offering was raised still further, to the new peak of £220 millions. 
In five weeks, therefore, the total tender issue has been raised by £170 millions, 
to {2,380 millions, or no less than £690 millions above its level at the end of 
the war, when the issue of Treasury deposit receipts reached its peak. Since 
the T.D.R. issue was being simultaneously (but not correspondingly) reduced 
last month, it is evident that the authorities intend a further substantial shift 
from bills to T.D.R.s. As the clearing banks’ money market assets have for 
some time shown a ratio to deposits roughly equal to that of the pre-war years 
(after allowing for the distorting effects of window-dressing then) this switching 
was not necessitated by the practical considerations which prompted it in the 
early post-war phase. The authorities seem to be looking towards a wider 
form of banking flexibility than was then in question, towards creating not 
merely an adequacy of liquid assets, but a money market structure in which 
the natural trends would be more clearly discernible than they can be when a 
large proportion of the day-to-day lendings to the Treasury take place in 
response to what is almost a fiat from above. This may mean that the volume 
of T.D.R.s will in future ordinarily fluctuate less and the volume of tender 
bills more than has been customary in the past, which would be a welcome 
return towards freer conditions in the money market. 

Another echo of former flexibility in Lombard Street has come from the 
decision of one of the large discount houses to raise its buying rate for three 
months’ commercial paper from 3 to 11/16 per cent., with appropriate increases 
for the longer usances. The distinctive feature here was that this move, 
unlike the previous increases in these rates, arose solely from the action of this 
one house, instead of by a prearranged and concerted move in the whole market. 
Natural forces, and the quick response of clearing banks (to which the initiating 
house was willing to sell bills at 1/16 per cent. above the banks’ buying rate of 
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9/16 per cent.), have since brought most other market houses into line. The 
reasons which prompted this move are comparable to some of the arguments 
lately urged in justification of the collapse in gilt edged. They are discussed 
at length in a later article. 


THE feature of the clearing banks’ statement for July which excited most 

comment at the time of its appearance was the apparent fall in advances by 

{21.8 millions during the month. This “ fall,’’ however, was 

No Fall almost certainly due mainly, if not wholly, to the usual 

in decrease in inter-branch transit items after the end of the half- 

Bank year. Only one bank—Lloyds—lists these items separately ; 

Advances the others include them among their advances. Lloyds’ return 

shows that ‘items in transit’ fell by {4} millions during 

july. If the experience of the rest of the Big Five was similar, the drop i in 

advances is readily explained away. Indeed, in view of the difficulties in the 

new issue market one might even have expected that the mse in advances 
would have been accelerated in July. 


— 


July, Change on 
1949 Month Year 
fm £m. fm 
Deposits oi ; ; 5973.2 51.4 t 64.4 
* True ’’ Deposits* 5792. € 1 65.4 + 62.3 
c + 
Cae «« as ‘ 491.¢ 23) }- 10.2 -f 2.9 
Money Market Assets ; 1280.0 (21.4) — 6.2 $ 89.0 
Call Money ‘ 491.9 (8.2) &.0 t 15.3 
Bills ; 788.1 (13-2) . 1.9 74.9 
Treasury deposit receipts : ; 1160.0 (19.4) 18.0 159.5 
Investments plus Advances .. = 2937-6 (49.3) - 12.4 133.8 
Investments i 1511.5 (25-3) t+ 9.4 + 34.0 
Advances ; ; 1426.1 (24.0) 21.8 99.8 


> 


* After deducting items in course of collection. ft Ratios of assets to published deposits. 


Necessarily, the distortion thus introduced into the banks’ statement 
extends to the level of deposits as well. By the usual method of reckoning, 
“net ’ deposits rose by only {5.4 millions in July in contrast with an increase 
of {97.9 millions in June. But the accumulation and subsequent decline in 
items in transit must mean that the increase in June is overstated, and the 
increase in July is understated—probably r by at least £20 millions. As will be 
seen from the table, this continuing increase in deposits was mostly due to 
new borrowing by the Government. 

One other item in the July statement is also rather misleading at first sight. 
This is the {9.4 millions increase in bank investments, which apparently reflects 
heavy purchases of 1j per cent. Exchequer bonds—then in effect only a seven- 
months bill. Any suggestion that the banks jumped into the gilt- edged 
market just before it bes ‘gan to collapse is therefore almost certainly unfounded. 
Nevertheless, it is worth noting that each of the Big Seven maintained its 
investment portfolio virtualiy intact throughout the period, so that, up to 
July 20, at any rate, the banks had no share in the selling which wee epmeuiie 
the gilt-edged market. There is no reason to suppose that this policy was 
abandoned during the sharp break in prices which followed, although some 
day-to-day switching may have occurred. 
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Tue United States authorities now seem committed to fight the recession with 
an expansionary monetary policy—and no holds barred. The freeing of interest 
rates from June 28 removes an important impediment to action. 
New Throughout the boom, it will be remembered, the Federal 
Federal Reserve Board tried to damp down inflationary pressure by 
Reserve increasing member banks’ reserve requirements and by 
Policy imposing some direct credit controls, but left the rate of 
interest weapon in its scabbard. During 1948, in order to 
keep the yield on Government bonds rigidly pegged at a low and unyielding 
level (since 1947 at 2} per cent.) the Federal Reserve banks had to make 
extensive open market purchases when the commercial banks switched to 
more profitable forms of lending. With the onset of recession at the end of 
1948, this process was reversed. The commercial banks, finding that industry’s 
demands for new loans had dried up, started to buy bonds (at pegged prices) 
from the Reserve System instead, so that with startling suddenness the 
obligation to maintain a fixed pattern of interest rates became a deflationary, 
instead of an inflationary, force in the economy. 

By the end of June the authorities felt obliged to remove the peg. Ina 
cautiously worded communique the Federal open market committee, after 
consultation with the Treasury, announced that ‘‘in order to increase the 
funds available in the market to meet the needs of commerce, business and 
agriculture ’’ it would thenceforth be their policy “‘ to direct purchases, sales 
and exchanges of Government securities by the Federal Reserve Banks with 
primary regard to the business and credit situation”. ‘‘ Under present con- 
ditions,” the communique added, “the maintenance of a relatively fixed 
pattern of rates has the undesirable effect of absorbing reserves from the 
market at a time when the availability of credit should be increased.”’ The 
immediate result of this announcement was a sharp rise in the price of Govern- 
ment bonds. From August 11 member banks’ reserve requirements were 
again reduced in the hope that this time some of the released funds would 
flow towards industry instead of increasing members’ security portfolios. 

It is doubtful whether monetary policy, by itself, will have much effect 
on the overall American economic situation. Bank advances have contracted 
since November, not because banks have been unwilling to lend, but because 
business men—or rather business men of the right sort—have been unwilling 
to borrow. Indeed, although it is true that the Treasury will now be able to 
borrow more cheaply and to undertake large-scale refunding of debt, the real 
importance of the June announcement may become apparent only in the 
long term. Now that the peg has once been pulled out, is it too much to hope 
that the rusty old weapon of the rate of interest can be used to regulate 
a future boom—without too many important faces then turning red ? 


Tue Bank of England’s exercise of its powers to regulate dealing in securities 
under the Exchange Control Act has been a source of acute resentment in the 
market for months past. It has been quite impossible to 

Amendments discern any coherent policy behind the Control’s decisions 
eee... 5, Concerning the switching in overseas markets of foreign 
Switching currency securities belonging to U.K. residents. The switching 
might take the form of selling a Swiss franc security in Geneva 

and buying there a U.S. dollar stock for resale in London. Such a transaction 
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would not impair the hard currency value of Britain’s foreign assets, but 
would provide the London dealer with a profit represented by the difference 
between the premium paid for the Swiss security and that received on resale 
of the U.S. stock. An application to carry out a deal of this nature might be 
sanctioned one day and refused the next, whereas a suggestion to swap a 
Belgian against a Canadian dollar stock might be refused on the first day but 
sanctioned on the second. Admittedly, the calculation of the relative degrees 
of hardness and softness of the currencies concerned presents a nice problem 
but the absence of any apparent consistency in the Bank’s decisions has left 
the market frustrated in its attempts to carry out perfectly legitimate business, 
Moved, perhaps, by the increasing complaints, the Bank has now issued a 
reminder that applications can always be made for permission to undertake 
currency transactions in foreign securities beyond the range of those permitted 
by the published regulations. These permitted transactions are confined to 
switches which do not involve any change of currency, with the further con- 
dition, in the case of Canadian dollar stocks, that any sales abroad must take 
place in Canada. Applications for switches beyond this range are to be con- 
sidered “ in the light of circumstances prevailing at the time ’’, a form of words 
presumably designed to convey that arbitrary assessments of “ hardness ” 
or “‘ softness ’’—on a 24-hour basis—will remain the yardstick. 

The memorandum containing this reminder also announced a modification 
of the regulations regarding foreign-owned sterling securities. Applications 
may now be made for transactions in sterling securities between non-residents 
living in different countries or monetary areas. This may be an attempt 
to bring back to London the international business in sterling securities but 
the test of the new policy will be whether the authorities will refrain from impos- 
ing such restrictions as would hamper any extended use of the new freedom. 
Here again, considerations of relative “‘ hardness’ or “‘ softness ”’ will be the 
determining factor. As in many cases the non-resident owner of a sterling 
security, wherever he may reside, can continue to secure his income in a hard 
currency, the need for such restrictions is hard to understand. 


THE Institute of Bankers has drawn up an ambitious programme for this yea 
International Summer School, which will be held at Christ Church, Oxford, 
between September 3 and 16—and this time it has wisely 


Overseas decided to tell the world about it in advance. Bankers from 
Bankers at forty different countries have been invited to attend lectures 


Oxford and to join in panel discussions on “‘ The Pattern and Finance 
of Foreign Trade with Special Reference to the City of 
London’. Last year’s Summer School, as all who had association with it 


recall, was an outstanding success. That it was instructive is amply demon- 
strated by the Institute’s excellently produced reprint of the papers read.* 
But instruction in this formal sense—good as it was—can be regarded as 
perhaps the least of the assembly’s achievements. Most valuable by far was 
the opportunity provided for a free and friendly interchange of views between 
bankers of so many nations, an interchange which proceeded even outside 
“school hours” with obvious enthusiasm and enjoyment. 





* See ‘Current Financial Problems and the City of London”’ (Europa Publications, Ltd. 15s.). 
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Twilight of Cheap Money ? 


HE past month has seen a striking transformation in the gilt-edged 
Tastee and an even more dramatic change in the views of many City 

observers about its future trend. Towards the end of July, after a brief 
pause in the decline which had started in mid-June, the market took a plunge 
which, for suddenness and depth, far surpassed any movement since the 
convertibility crisis of two years ago and which on particular days bore com- 
parison with the darkest moments of 1940. In the fortnight which spanned 
the August Bank Holiday the one-way option stocks and some of the longest 
of the dated stocks lost four points—having already lost six points in as many 
weeks before that. Since then, there has been a moderate rally, but it is apparent 
that the morale of the market has been badly shaken. During the phase of 
worst demoralization dealing prices for some stocks were quoted with a two- 
point spread, and even now spreads of a full point are common, which suffi- 
ciently demonstrates the hypersensitive condition that has arisen. 

In such circumstances, by the time this issue of THE BANKER is published 
the yield structure may differ widely from that ruling at the moment of writing. 
When our August issue went to press the yield basis for long-dated securities 
seemed for the moment to have been established at 3} per cent. or a little 
beyond. Now yields of almost 33 per cent. are common, 3%; per cent. can be 
obtained on the one-way option “ Daltons’’, and the 40/45 year Gas Stock 
stands nearly 10 points below par. No one would yet venture to say, how- 
ever, that any new basis has been established ; for, once the market had 
reached the 34 per cent. milestone without encountering any decisive resistance, 
not a few City pundits began to look towards the milestones of 3? and 4 per 
cent., and even to ask whether, if the market could move so far in so short a 
period, there was any reason to expect it to stop at the next “ big ’’ figure. 

After comparable declines in the past the market has never looked quite so 
friendless as it has seemed in the last few weeks : there have always been some 
who quickly made up their minds that the fall had been overdone. It is a 
far cry now from the conditions of Daltonian boom ; and, with Consols and 
“ Daltons ” up to 30 points below par, it is hard to believe that, less than three 
years ago, one could find even in the City some who shared that Chancellor’s 
faith in a 2} per cent. basis for irredeemables. But there is no need to go so 
far back to demonstrate the extent of the change in City opinion. The slogan 
with which Dr. Dalton opened his offensive—his “ last chance ’’ offering of 
3 per cents.—was actually being echoed in the City as recently as last May. 
In connexion with the issue of Gas Stock, it was argued that the alleged in- 
expediency of offering redemption dates extending beyond the turn of the 
century might necessitate a ‘‘ coupon ”’ rate of less than 3 per cent. At that 
time the yield on 3 per cent. Redemption Stock, 1886-96, was {2 18s. 6d. per 
cent. and that on 3 per cent. Transport Stock, 1878-88, {2 19s. od. Now 
Transport Stock yields only a few pence under £3 Ios. od. 

The very violence of these changes, both in yields and in market psychology, 
at first had the opposite effect of that which normally follows a fall : instead 
of attracting buyers at the lower levels it simply intensified the pessimism and 
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led many people (though by no means all) to “ talk” the market still lower, 
creating fice scope for the bears. True, a number of the big institutional 
investors have lately been pondering the tactics of re-entry ; but they have not 
sallied forth to any real purpose yet, nor are they likely to do so until after the 
Washington talks, or unless the “ Departments”’, which have kept aloof 
throughout, make the first move. Although these institutions may be preparing 
to give support when the psychological moment comes, there are others 
who are coming to regard this latest break as different from all its pre- 
decessors—as being, in fact, the precursor of an extended phase of higher 
interest rates. They are asking whether we are witnessing now the beginning 
of the end of cheap money as it has been known for the past 17 years. 

On this occasion, unfortunately, very little guidance can be obtained from 
the nature and ostensible causes of the movement itself. Needless to say, in 
markets so narrow and nervy as those of the past few months the fall in prices 
has been out of proportion to the selling (just as any rally would be dis- 
proportionate to the support). Even so, the volume of selling has, in its turn, 
been out of proportion to such deterioration in the underlying capital position 
of Britain’s economy as has actually occurred or come into sight during the 
period of market decline. The underlying position, however, was already 
adverse. As THE BANKER pointed out at the time, the apparent austerity of 
the Budget was still not sufficient, even on the Chancellor’s estimates, to 
achieve a disinflationary equilibrium in the nation’s capital account. This 
meant that over a period gilt-edged would tend to fall—unless the public, 
including all institutional investors, found itself needlessly liquid and so 
continued to move out of cash into securities, or unless the authorities were 
prepared to support the market by creating credit to enable the public to 
maintain (or increase) its liquidity. Last summer’s strength of gilt-edged was, 
in fact, attributable to credit creation of this kind (though not, of course, on 
any Daltonian scale) ; but even before the last Budget the authorities had 
seen the unwisdom of a too lenient monetary policy and gave proof of their 
change of attitude in the decision not to redeem the 1949-51 War Bonds this 
year. 

This being so, the underlying weakness in the capital account—that is, 
in the savings-investment structure of the whole national economy—was 
likely to communicate itself to the gilt-edged market. This consideration 
ought to have demonstrated the unreality of the spring boomlet, even though 
the prospective disequilibrium did not then look large. It has widened 
appreciably since. The deterioration is most apparent on the savings side of 
the equation. The Budget surplus already threatens to fall far short of the 
estimate for the year ; company profits have passed their peak (though saving 
in the form of depreciation provisions may be increasing) ; and such evidence 
as is available for personal savings suggests that they are continuing to contract. 
The investment side of the account is certainly offering no offsetting economies, 
and may even be making bigger demands than the Chancellor envisaged. The 
prevalent malaise (reinforced, in this context, by the stickiness of the new issue 
market) is admittedly « causing postponement of some capital projects—such, 
for example, as shipowners’ orders for new vessels. But so large a part of the 
whole capital programme is either conducted or swayed by the Government— 
which shows no sign of retrenching even in this sphere—that a contraction at 
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the margin of the private sector cannot be making any large difference to the 
whole. Moreover, in this analysis “‘ investment ’’ has a wide connotation, 
embracing not only extensions of fixed capital, but also increases in stocks, 
including the frustrated export goods of which so much is now heard. The 
quality of th> “ investment ” makes no difference to the immediate strain it 
puts on the capital account. 

Against these growing stresses the only countervailing movement comes 
from the worsening of the balance of payments. But here, too, qualitative 
distinctions are in this context irrelevant. The “ overall ’’ external account 
has not moved in step with the dollar account, nor is it likely to do so while 
the Government recklessly releases sterling balances to prevent any such 
curtailment of Commonwealth buying as might cause unemployment in 
Britain. The “ overall” deficit in the first half of this year, though certainly 
larger than the Government had hoped, must still have been substantially less 
than in the similar period of 1948. It seems probable, indeed, that the deteriora- 
tion, compared with the estimates, has been less than the added strain imposed 
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upon the domestic capital account by the increase in stocks. This would 
mean that the net demands for capital are running pretty close to estimate, 
while the new savings needed to meet them are substantially below estimate. 

It is not in such terms as these, however, that the recent collapse in gilt- 
edged is to be explained. The current disequilibrium in the capital account, 
disquieting though it is, is not yet large by post-war standards, and is much 
less than in the Daltonian phase of booming gilt-edged. To the extent that 
the state of the underlying savings-investment equation is a determinant of 
gilt-edged prices in the medium term, the paradox presented by these contrasts 
is explained, of course, by the fact that in the Daltonian phase the savings gap 
was being bridged by the temporary expedient of credit inflation, whereas now 
the authorities are wisely shunning such spurious aids even though the gap is 
much smaller. But it is not true that the fundamental equation is a decisive 
influence upon the gilt-edged market in the short or medium term, dominant 
though it must be in the long run. And even if it were true, the adverse shift 
in the equation in the past few months has certainly not been large enough to 
produce so violent a change in the yield structure. Is it to be supposed, for 
example, that industry’s need for additional finance, because profits are falling 
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and stocks rising, has suddenly increased, in these few weeks, by an amount 
equal to the extent of the selling which the market has encountered ? 

This argument, it will be seen, leads to the trite conclusion that the collapse 
in the market, as everyone in Throgmorton Street knew instinctively, has been 
brought about by a sudden wave of professional and public apprehension, 
causing a drive for liquidity which is almost a reflex action in face of be- 
wildering uncertainty. In every such phase it is axiomatic that the demand 
for cash goes far beyond any additional real need for finance (as determined 
by the savings-investment equation) which may be arising. In the terms of this 
analysis, the question whether the selling has been overdone has to be put in 
this form: Is the savings-investment equation deteriorating so fast that, in 
the fairly near future, the real need for finance will match the recent pressure 
to command cash? There is no reason to suppose that that might happen. 
Even if an enforced suspension of imports of key supplies produced business 
losses, unemployment and a sharp rise in stocks, the increased demand for 
finance for such purposes would probably soon be offset by the reduction caused 
elsewhere by the stoppage of many capital projects. In such a situation, 
however, there would indubitably be a further pressure on gilt-edged, because 
vet another drive for liquidity would be touched off. 

That is another way of saying that, in conditions such as these, even the 
medium-term prospect for gilt-edged, and certainly not the short, cannot be 
discerned merely from a study of the quantitative capital account. In this 
situation the psychological factors are overwhelmingly important. They 
include, moreover, some influences which, in certain conditions, could be 


i 


decisive—in the sense that they could produce a major change in the whole 
course of interest rates, en though no large change seemed to be required by 
the underlying equation. If this latest fall in gilt-edged could be judged solely 
by the standards of sey years, it might be dismissed as a movement which, 
while perhaps unlikely to be rapidly or wholly reversed, need not be regarded 
as the possible herald of still more drastic change. As it is, much of the recent 
selling has undoubtedly been provoked by fears of such a change. It has been 
argued that the Government, acting under the compulsions of its domestic 
dilemma or under some more specific international compulsion, might be 
impelled to revise its traditional attitude to the use of the interest rate as a 
deliberate instrument of eco no mic control. This would have seemed in- 
conceivable only a few months ago; but many people now regard it as a 
contingency which, however remote, ought to be brought into the reckoning. 

Consider, first, the domestic aspects of this argument. All political parties 
in the past have been committed to the cheap money policy. But for the 
Labour Party it has been more than a commitment ; it has been an article of 
faith. Surely it is still inconceivable that the present Government would 
deliberately choose to use interest rates as a means of imposing the retrench- 
ment, deflation of costs and transitional unemployment which it refuses to 
impose by budgetary action and by its chosen instruments of control and 
planning ? Against this, some people point to the inertia of the Government 
broker in the past few months and conclude that the Government has already 
‘ deliberately ’’ allowed the rate of interest to rise from 3 to 34 per cent. This 
contention begs many questions. In particular, it is one thing to believe in 
the general principle of cheap money, and quite another thing to create large 
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quantities of credit to try to sustain it in face of a tidal wave in the market— 
and to do so, moreover, under the vigilant eyes of Washington and E.C.A. 
It would be unwise to assume that the Government broker has shot his last bolt. 
The “‘ domestic ’’ contingency of dear money can evidently be ruled out while 
the present Government holds the reins, and is not very likely to arise even 
under a different Government—unless it embraced very completely the views 
of the ‘‘ dash for freedom ”’ school. 

There still remains, however, the contention that external influences might 
compel a change in policy. Devaluation of sterling—in company with many 
other soft currencies—looks increasingly probable. It would not be, however, 
the disaster which one minority school of City thought has represented it to be ; 
and those who have sold gilt-edged merely on the view that devaluation, of 
itself, would provoke a market collapse have certainly misjudged the situation. 
Many shrewd observers, however, have lately contemplated the possibility 
that a change in the value of sterling, if it comes soon, would be likely to be 
part of an Anglo-American bargain which might require a rise in money and 
interest rates here. It is generally taken for granted that, despite the Govern- 
ment’s efforts to devise ingenious schemes for enlarging the eastward flow of 
dollars, no substantial additional aid will, in fact, be secured except in return 
for definite steps towards greater freedom in international trade and payments. 
One prerequisite, it is argued, would be an adjustment of sterling ; but, given 
the impossibility of finding an equilibrium rate, many people are looking 
towards some system of flexible rates. Whether this took the form of a limited 
“free ’’ market in sterling in which the Exchange Account would intervene, or 
whether the authorities would merely reserve the nght to vary their “ fixed ” 
rates from time to time, it is argued that a rise in interest rates would be needed 
as a protective measure. 

The argument is not strictly logical, for such control of capital movements 
as can be enforced now would presumably continue ; and the leaks in the 
sieve would not be likely to be greater in the new circumstances than they have 
lately been. Nor is there any reason to suppose that higher interest rates 
would do much to restrain them. Yet it would be unwise to dismiss this 
argument out of hand, if only for the reason that tradition has generally 
decreed a rise in rates at such moments of major change and uncertainty— 
and this particular tradition dies hard. It can still be found in Britain, and 
has, indeed, lately shown itself in the fractional ‘“‘ warning” increase in 
discount rates for commercial bills, a movement which the authorities have 
evidently viewed sympathetically. And the tradition is certainly stronger in 
America than in Britain. It is not altogether inconceivable, then, that some 
return towards control by interest rates might be regarded by the Washington 
authorities as an earnest of Britain’s good faith. Washington could not 
demand overtly that Britain should launch forthwith upon budgetary retrench- 
ment ; but a British Government which would unhesitatingly reject any 
such ultimatum as this might be persuaded to accept the less bitter pill, 
which could be presented to the British people with a heavy coating of sugar. 
It would not be represented as an instrument of retrenchment, but as a 
necessary buttress for the new level of Britain’s currency (much as the dear 
money policy in Western Germany was regarded as the necessary precaution 
after the currency reform), or as a means of permitting a desirable increase in 
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the flexibility of trade and exchanges. The British and American Governments, 
it would be said, were determined to solve the problem by expanding trade, 
instead of by following the bad old ways of contraction and unemployment. 

So runs the increasingly popular argument. It is not a forecast of what will 
happen, but a free- hand sketch of a pattern which could conceivably present 
itself. It is small wonder, while such views gain currency, that the gilt-edged 
market should have fallen much faster than can be justified by the deterioration 
in the tangible factors bearing upon it. This being so, if the contingencies 
contemplated do not arise, the market might experience some recovery. One 
further consideration, however, needs to be noted. There are some who argue 
that, these international contingencies apart, there is no reason to suppose that 
cheap money cannot be continued indefinitely. Perhaps they are right. But, 
at least, they are wrong in the conclusions they draw from the allegation 
that the deliberate policy of cheap money has successfully weathered con- 
ditions of both depression and boom. 

The only sustained boom, involving the virtual disappearance of unemploy- 
ment, which has occurred since 1932 happened during the war and immediate 
post-war, when the whole economic system was dragooned by far-reaching 
controls and equally powerful “ moral ’’ sanctions. Cheap money policy has 
never yet been tested in a peace-time phase of full employment ; and there 
are no parallels between the present disequilibrium and the disequilibrium of 
the thirties. During the pre-war decade cheap money could be regarded as a 
beneficent stimulus in a period of unemployment caused by a shortfall of 
demand. Any unemployment which may arise now will be a symptom of 
precisely the same influences as are now causing excessively full employment— 
excessive in the sense that it deprives the economic system of its indispensable 
flexibility. It will be a symptom of excessive demand, and especially of 
misplaced demand, causing mal-distribution of resources and an excessive level 
of costs. No British Government has yet faced the full implications of a cheap 
money policy in such a peace-time phase as this. No British Government, and 
certainly not the British public, has squarely faced the truth that, if interest 
rates are not to be the means of correcting a disequilibrium of the present kind, 
there are no alternative means except drastic control and regimentation, 
acting in concert with increasingly stringent budgets. Even the present 
Government has perceived the first of these methods to be “‘ undemocratic ’ 
and is also discovering the limitations of the second method—given its un- 
willingness to embark upon any major retrenchment. It is too soon to assume 
that it is already becoming disillusioned. But, whatever the views of the 
British Government, there is no doubt that powerful international tendencies 
are driving the whole democratic world to find means of moving towards 
greater freedom—in the direction, in short, in which “ traditional ’’ cheap 
money policies become increasingly hard to sustain during a disequilibrium of 
the present kind. 

We shall not attempt to draw here any firm conclusion. These speculative 
arguments are ventilated not as a means of prophesying the future drift of 
gilt-edged, but simply to draw attention to certain fundamental considerations 
which have been too long overlooked. Cheap money may be entering a 
twilight phase which leads to a spell of darkness. But it might equally be the 
twilight which comes from a passing midday eclipse. 
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Britain’s Aid to the Sterling Area 
By Ernest H. Stern 


Dy. Stern here draws attention to the huge demands which are being made upon Britain by the 
Overseas Sterling Avea—a vital aspect of Britain’s economic situation which urgently needs much 
closer study than it has yet received. His enterprising estimates make no claim to precision, but 
they indicate the disquieting magnitude of the problem. 

“One warning should be given. Dr. Stern’s conclusion, that no effort by Britain alone could 
provide surpluses big enough to satisfy the present appetite of the Overseas Sterling Area for supplies 
t mean (nog does he intend it to mean) that Britain should sit back and make 


no attempt to reduce its costs and expand its own dollar exports.—-Ep. 


HROUGHOUT this summer sterling has had a very bad press. As 

it is the currency of this country, though not of this country only, Britain, 

too, has had a very bad press. It is now well known that, although 
Britain has received almost £350 millions of dollars in Marshall Aid during the 
last 18 months, and although substantial drafts were made on other credits 
from the United States, Canada and the I.M.F., the gold and dollar reserves 
have declined steeply. What is not well known are the causes of this seepage. 
The purpose of this article is to draw attention to one of them—to the extra- 
ordinary demands made on Britain by the Overseas Sterling Area. In the 
writer’s view, this is by far the most important cause of all ; but its significance 
has certainly not yet been adequately appraised. 

In almost all public discussion the Government and the people of Britain 
are held responsible for the drain, which makes the people of the United States 
doubt whether Marshall Aid is doing any good and makes them despair of 
Britain standing on her own feet in 1952. The British people are asked or 
expected to do something about it, something quick and drastic. It is widely 
and readily believed—both here and abroad—that insufficient British exports 
are to be blamed for the shortage of non-sterling exchange and that they are 
insufficient merely because British costs of production are too high ; that is, 
higher than in the United States. Some go one step further and blame also a too 
high standard of living, including the diversion of manpower to the supply of 
false teeth, eyeglasses and cod liver oil under the National Health Scheme. 
Therefrom springs the belief that by waving the magic wand of a sterling 
devaluation the British Government could stop the drain on the dollar reserves. 

Anyone wanting to predict what line the present British Government or 
any successor Government may take in dealing with the dollar deficit should 
know what causes this deficit and why it so stubbornly persists. The decisive 
fact is that sterling is not only the currency of Britain, but also of that vast area 
called the Overseas Sterling Area. While the total external transactions of 
Great Britain were approaching a balance in 1948 and in the first half of 1949 
showed only a small deficit (absorbing a mere fraction of the finance provided by 
Marshall grants-in-aid) the foreign transactions of the Overseas Sterling Area 
(including its transactions with Britain) were grossly unbalanced in 1948 and, 
apparently, have been even more unbalanced in the first half of 1949. Indeed, 
the deficit of the Overseas Sterling Area is so large that no separate effort of the 
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people of the United Kingdom, however heroic, could deal with it. No sterling 
devaluation, no U.K. austerity, no cutting down of investment in these islands 
could provide a surplus on foreign account big enough to satisfy the present 
appetite of the Overseas Sterling Area for supplies from abroad. This will be 
evident from the figures given below, crude and incomplete as the estimates are. 
Releases from sterling balances accumulated during the war are only one way— 
and perhaps not the main one—by which the Overseas Sterling Area has 
been enabled to draw on the resources of Great Britain. Another, perhaps even 
broader, stream was, and is, provided by the free flow of capital from Britain 
to the Overseas Sterling Area, an essential feature of the sterling area system, 
as it was of the British Empire. 

The British Government has published data of the U.K. balance of pay. 


TABLE I 


CONSOLIDATED BALANCE OF PAYMENTS OF THE STERLING AREA! 
(Current transactions only) 


(£ millions) 


1949 
1948 rst half 
U.K., excluding Marshall Grants-in-aid .. i ‘i ae —- 120 - 17 
Add Marshall Net Grants-in-aid? sei ua aon a + 70 + 170 
Total, United Kingdom .. - si me a ae - 50 + 153 
Overseas Sterling Area (after crediting gold production avail- 
able for export)—estimates a os oF Dia ae —- 510 — 300 
Total Sterling Area (balances of non-sterling exchange) ns - 560 — 147 
Ditto, before Net Marshall Grants-in-aid (i.e. total deficit on 
current transactions) _ oe o ee ee o = @30 > S27 


* The estimate for the U.K. is taken from U.K. Government White Papers and additional official statements. It is subject 
to revisions, but may be regarded as close enough to the mark. The estimates for the Overseas Sterling Area are, however, 
much less reliable. For two countries, i.e. Eire and South Africa, fairly good data are known for 1948, and sufficient data ar 
available to per in estimate for the first half of 1949. For all countries—with a few minor exceptions—the imports and 
exports and the output of gold is known for 1948 and for a part of the first half of 1949. The “‘ invisibles ”’ of Australia and 
India are known for 1947 and provide a basis for estimates of later periods. For all the rest, ‘‘ invisibles’’ have been very 
crudely estimated, e.g. port fees, etc., by way of a ratio to imports ; investments income, expenditure for travelling and other 
services as ratios toexports. In years when no such extraordinary items as purchases of war equipment and other large military 
expenditure in foreign exchange are involved, but present prices and turnover maintained, the total debit of ‘‘ invisibles” 
should not differ much from {100 to £120 millions. On the other hand, the output of gold (excluding gold produced in India 
and sold in the home market) accounts for a credit of about £120 millions. Therefore the balance of these two items is so small 
that the balance of merchandise trade (with imports counted c.i.f.) almost stands for the total balance of payments of the 
Overseas Sterling Area. This merchandise balance is fairly accurately known for most of the foreign trade of the Overseas 
Sterling Area for 1943, and the estimate for the first half of 1949 should not be wide of the mark. Therefore the estimates 
inserted in the above table, though doubtful as to details, convey orders of magnitudes that one can work with. 






* Shown as a deduction from the total deficit because it represents current revenue by gifts, though of extraordinary kind 
and magnitude, which involves no increase in foreign indebtedness. 


ments. However, sterling being the currency of the whole sterling area, a 
balance of payments of the United Kingdom is not enough for a proper 
appraisal of the strains which Britain—and sterling—is bearing. We needa 
consolidated balance of payments of the whole sterling area and, in particular, 
of its overseas part. The British Government should be in possession of the 
relevant data, and it is a pity that it has withheld them from the public, 
both here and abroad ; so far it has never done more than publish the dis 
tribution of the dollar deficit as between Britain and the rest of the sterling area. 
The present writer’s estimate, based on incomplete statistics, can at best be 
approximate, as anybody will realize who reads the explanations given in the 
first footnote to the accompanying Table [. It should perhaps be explained 
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also that the process of consolidation does not involve any specific adjustments 
to eliminate cross-transactions within the area as a whole. Consolidation is 
achieved merely by adding up the net balances of all members of the sterling 
area. This automatically eliminates the cross-transactions (because each 
member’s surplus vis-a-vis any other member figures as a credit in its own 
accounts and as a debit in the accounts of all other members), so that the 
sum of the net balances represents the net deficit of the whole area with the 
non-sterling world. In the balances presented in the table, newly-mined 
gold is treated as exports, with the exception of gold produced in India, which 
has not been available for exports, but has been sold i in the home market. 

If the estimates in Table I of the foreign exchange deficits of the Overseas 
Sterling Area of about £510 millions in 1948 and about £300 millions in the 
first half of 1949 were anything near the truth, and if, as is assumed, the 
larger part was paid for by Britain, it is pertinent to ask how Britain was able 
to provide such large amounts of foreign exchange for the Overseas Sterling 
Area in a period when she had to fight hard for her own foreign exchange. 

Tables II and III give an approximate account of how the foreign exchange 
spent by the total sterling area was found. Because most of this financing 
can be traced in detail, it serves as a kind of test of the estimates in Table L. 

Of the {630 millions of foreign exchange to be found for the whole sterling 
area in 1948 ({120 millions U.K. and £510 millions Overseas Sterling Area), 
about £538 millions can be traced in detail. This leaves a balance “of only 
£92 aillens to be accounted for by (a) running down by the Overseas Sterling 
Area of its non-sterling balances (dollars and others) and receiving non-sterling 
credits ; (b) the running down by Britain of its non-sterling balan ices (other 
than dollars, since expenditure of these is included in the known items) and 
the receipt of foreign credits, or the repayment of credits by non-sterling area 
debtors of Britain (e.g. debts such as those left unpaid in 1947 in consequence 
of the 1947 convertibility crisis) ; (c) the amortization by non-sterling area 
debtors of loans owed to Britain or the equivalent liquidation of U.K. assets in 
non-sterling areas ; (d) last, not least, by the direct investments made by 
non-sterling area businesses in ventures in various parts of the sterling area, 
notably the United Kingdom, South Africa, Australia and India. Conceivably, 
the sum of these four groups of items, the amounts of which are unknown, 
may have been less than {92 millions in 1948. In that case the foreign exchange 
deficit of the Overseas Sterling Area would have been smaller by that difference 
than the £510 millions suggested above. On the other hand, the expenditure 
detailed in Table II also covers small amounts of capital movements, such as 
the subscription of £6 millions to the I.M.F. and International Bank and {£25 
millions for redemption of U.S. and Canadian loans, the latter, however, partly 
paid out of sale of securities not included in the table. In the circumstances, 
it seems reasonable to conclude that the estimate of the 1948 deficit is not 
too wide of the mark. 

Of the estimated £317 millions of foreign exchange to be found in the first 
half of 1949 for the whole sterling area, about £289 millions can be traced in 
detail, as Table III shows. The balance to be found by the various other 
possibilities just enumerated for 1948 is only £28 millions for the half-year. 
But here, too, a small amount of the expe nditure included in Table III may 
have been used for capital redemption in non-sterling countries. 
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TABLE II 
BREAKDOWN OF NET EXPENDITURE OF FOREIGN EXCHANGE 
BY WHOLE STERLING AREA IN 1948 
(£ millions) 


Total Exchange deficit (U.K. £120 millions, and Overseas Sterling Area £510 
millions) ee - : . a ca .. — 630 
Thereof financed by 
United Kingdom : 


Sale of gold and dollars ex stock! .. exe i ia a ee oe. 
Marshall Aid, Net Grants-in-aid® .. . ma ‘a .. + 70 
; I oans® ‘ 77 
Drawings on U.S. credit of 1945? , - oe eis -- + 74 
a , Canadian credit of 1945} p ~ ei ‘3 a, he 
Purchase of $ from I.M.F.? . : ss a Ka ia c- Os 
304 

Drawings on Argentine Sterling Balances ex sale of Railways (import 

surplus of whole Sterling Area paid ex proceeds from sale of Railways) ®, 
say ‘ os ‘ . : aa ‘- -- + 6o 
Total ivaceable payments by U.K ; j , .- +364 


Overseas Sterling Avea : 
Sale of gold ex stock by Union of South Africa, including £0 millions 


loan to U.h.? ‘ ca me we -» +142 
Sale of dollars by South Africa*® ; ‘ si .. + 8 
Purchases of $ by South Africa from I.M.F.‘ A a 2 
Sale of gold ex stock by India‘ : ‘ : ‘ aa -- + 4 
India’s purchase of $ from I.M.F.’ .. a ; ea a 
Total traceable payments by Overseas Sterling Area .. ‘a -- +174 
Total traceable payments by whole Sterling Area x we -. +538 


1 White Paper on Balance of Payments, 1946-48, Cmd. 7648, Table V. 
*S.A. Reserve Bank Statements 

* Address of Governor of S.A. Reserve Bank at Annual Meeting, July, 1940. 
*1.M.F. Statements 

* India Reserve Bank Statement 

* Estimate 


TABLE III 
BREAKDOWN OF NET EXPENDITURE OF FOREIGN EXCHANGE 
BY WHOLE STERLING AREA IN FIRST HALF OF 1949 
(£ millions) 
Total Exchange deficit (U.K. £17 millions, and Overseas Sterling Area {300 
millions) ‘ ee = Me * . ‘i oe . =) a9 


Thereof financed by 
United Kingdom . 


Sale of gold and dollars ex stock’ .. . 7“ ma ii -. + 46 
Marshall Aid, Net Grants-in-Aid . r ea ‘a er .. +170 
i Loans ; a . us .<. + 
Drawings on Canadian credit of 1945 rT : i as oe 
Tota! dollars ; a é wa ‘ aa .. + 256 
Drawings on Argentine s.erling Balances ex sale of Railways, say .. + 20 
Total traceable payments by the U.K. .. ie es a .. +276 
Overseas Sterling Area 
Sale of gold ex stock by South Africa? “9 - ie ssi ~.—— - 
India’s purchase of dollars from I.M.F.° .. an 4 re << - @ 
Total traceable payments by Overseas Sterling Area .. as -. + 13 
Total traceable payments by whole Sterling Area be a .. +289 


* Chancellor of the Exchequer in the House of Commons, July 14, 1949. 
* S.A. Reserve Bank Statements 
> 1.M.F. Statements 





do’ 


‘ 
in th 
° 


Ste 
age 


ass 
are 


we’ 
eve 
duc 
col 
bal 
do! 


Ste 





BRITAIN’S AID TO THE STERLING AREA 165 





Another test is provided by the following Table IV, giving a_ break- 
down according to the areas with which the deficit is run : 


TABLE IV 
BREAKDOWN OF FOREIGN EXCHANGE DEFICIT OF OVERSEAS 
STERLING AREA, ACCORDING TO AREAS OF CREDITORS 
(£ millions) 


1949 
1948 1st half 
Deficit after crediting gold production available for export — 510 — 300 
Add gold production available for export Pe: ts .- + 118 1 60 
Total before gold production .. i ‘i te .. — 628 — 360 
Thereof in account : 
(a) with the U.K.‘.. ne és “eo os os = 25 — 150 (est.) 
(6) with the Dollar Area® (excluding South Africa’s debit 
balance with the Dollar Area) a ; .. = 45 — 37 (est.) 
(c) with ali other Non-Sterling Area® (excluding South —- 178 — 133 
Africa’s debit balance with these countries) .. (residuum) (residuum) 
(d) South Africa’s deficit with Dollar and other Non- 
Sterling Areas’ a a ae oe .. — 180 — 40 (est.) 
Total 4 ea os .. — 628 — 360 


* 1948 taken from White Paper on Balance of Payments, 1946-48, Cmd. 7648, Table II. 1949 estimated on basis of Table 15 
in the Economic Survey for 1949 in conjunction with the U.K. exports to the Sterling Area in the first half of 1949. 

* 1948 taken from Cmd. 7648, Table 1V. 1949 estimated. 

* Balance of other four items (includes part of trade with Dollar Area). 

7 3948 from address of Governor of S.A. Reserve Bank at Annual Meeting, July, 1949. 1949 estimated. 


Lastly, in Table V some data are given of the deficits run by the Overseas 
Sterling Area in the inter-war period. It is only by setting the present deficits 
against those of the past—that is, a past in which Britain was still one of the 


TABLE V 
STERLING AREA CONSOLIDATED BALANCE OF PAYMENTS—BEFORE 
AND AFTER WORLD WAR II 
(Annual rates throughout, at current prices ; £ millions) 


1949 
1920-29 1930-38 1948 1st half 
United Kingdom : 
Before | Net Grants-in-aid | i * sa — 120 35 
After } of Marshall Aid ~~ a a ee : —- 50 + 220 
OQuerseas Steyling Area : 
(a) Eire i ie = a - 5 - 3 - 25 - 20 
(b) Overseas Sterling Area outside 
Europe* os =H6 ee 82 - 13 — 485 — 580 
Total Overseas Sterling Area ; ae oa 
(a +t ; , ; ae — 87 - 16 510 600 
* Hoarding and dishoarding of gold in India included in debits and credits respectively. 


largest creditor countries of the world—that one fully grasps the extraordinary 
assistance the people of the United Kingdom have in recent years given and 
are at present giving to the people in the Overseas Sterling Area. 

These figures speak for themselves. Even if the 1948 and 1949 deficits 
were, in fact, somewhat smaller than estimated, they are extraordinary in 
every respect. No country of the size of Britain, however efficient its pro- 
duction, could for long render such assistance to others, and certainly no 
country that has just emerged from an exhausting war in which it lost on 
balance a very large part of its foreign investments and a substantial part of its 
domestic stocks and equipment. 

As the story of the huge foreign exchange requirements of the Overseas 
Sterling Area unfolds, the almost balanced account of the United Kingdom is 
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seen to contrast with the unbalanced accounts of the sterling area overseas, 
Moreover, while the United Kingdom was moving towards a total balance, 
perhaps even a surplus, the other members of the sterling area were moving in 
the opposite direction. However, the accounts of either side do not develop 
independently. If the sterling area overseas had not been providing a ready 
market for U.K. produce and services, Britain might not yet have succeeded 
in almost balancing her account. She would probably not have been able to 
expand her exports by 50 per cent. over pre-war (calculated at pre-war prices). 
If to-morrow the Overseas Sterling Area had to cease buying in the United 
Kingdom, a large part of the latter’s present kind of output would find no 
market elsewhere. The main difficulty would not then be, as is so often alleged, 
that outside the sterling area British produce might not be competitive with 
American or European manufactures. More important is the probability that 
a large proportion of the present manufactures of the United Kingdom could 
find no market in the United States, and only a restricted market in Europe, 
even if they were perhaps one-third cheaper than at present. There has 
developed a division of labour whereby Britain supplies manufactures and 
services to the Overseas Sterling Area, while these overseas territories supply 
raw materials both to Britain and the rest of the world, in particular to the 
United States. More than half Britain’s exports consist of types of goods— 
machinery, vehicles, electrical equipment, iron and steel, chemicals, even coal— 
which can have little chance of supplanting within the U.S. market American 
produce of known brands and qualities and American specialities, even if the 
U.K. goods could be produced at two-thirds of the cost at which the competing 
products are produced in the United States. Therefore, if and when the 
territories of the Overseas Sterling Area reduce or slow down their rate of 
expansion and reduce their standards of living, Britain’s exports will be quickly 
and drastically affected. 

[t would be useful to know what caused, and what use was made of, the 
vast post-war supplies to the Overseas Sterling Area. Not enough data have 
been assembled to give any complete answer. Probably in those countries 
the standard of living has been raised above pre-war, many of them are engaged 
in a programme of extensive indus nee as and some are still engaged in 
repairing the damage inflicted on them by the war. As of old, they look to 
Great Britain as the main supplier of the foreign funds on which their expansion 
depends. The people of Great Britain look to them as a promising outlet for 
their capital. Nothing is more natural and, in principle, desirable. Their 
economies are fairly complementary, there is a large measure of free trade and 
movement among them, and the system has worked to the best advantage of 
both groups in the past. What is novel and needs a new consideration is the 
great change which has occurred in the magnitudes involved. Before World 
War I the foreign exchange surplus of Britain was huge and the deficit of the 
countries now forming the Overseas Sterling Area was small in comparison. To 
supply them with funds presented no problem. Between the two World Wars 
Britain’s foreign exchange surplus considerably declined, the requirements of 
the Overseas Sterling Area rose and the United Kingdom could no longer easily 
supply all the funds wanted. It had become a problem indeed. After World 
War II Britain has had no surpluses as yet and the requirements of the Over- 
seas Sterling Area have tremendously increased. The tail is now wagging the 
dog. This is the problem which needs reconsideration. 
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Annecy and the Dollar Gap 


ITHIN the next ten days representatives of thirty-five countries 
Wernicr since early April have been assembled at Annecy in the Haute 

Savoie to negotiate tariff reductions and secure amendments of the 
charter of the International Trade Organization will be signing the schedules 
of agreement reached in these long-drawn-out discussions. The Annecy meeting 
has provided an interesting crucible in which most of the elements in the world’s 
dollar crisis have been brought together and fused in the heat of intense 
discussion. Annecy has provided a touchstone by which to test the sincerity 
of the United States resolve to proceed further towards the reduction of tariffs. 
It also provided an admirable opportunity for a trial gallop of the proposals 
to negotiate commodity stabilization agreements as a means of guaranteeing 
American purchases of certain basic primary commodities mainly produced 
in the sterling area and thus of ensuring a steady flow of dollars to the non-dollar 
world. 

In both these respects the conference appears to have been disappointing. 
The spectre which hovered over it almost from the start was the prospect that 
the Havana Charter of the I.T.O. would not be ratified by U.S. Congress in 
the present session. The U.S. delegates have advanced many reasons for this 
postponement by Congress of a task which most other signatories of the Charter 
thought would be given the highest priority in the U.S. timetable. Apparently 
the U.S. Congress has had more urgent matters to deal with, notably the 
Atlantic Pact, the European Recovery Programme and the Reciprocal Trade 
Agreements Act. The American delegates at Annecy promised that if there 
were an autumn session of Congress time would be found for the ratification. 
But if there is no such session there can be no question of U.S. ratification until 
next Spring, which means that no other signatory country will take any steps 
to get the 1.T.O. into working order before then. 

This prospective delay in getting the I.T.O. moving has suddenly acquired 
particular importance in the eyes of Britain and a number of European coun- 
tries. This is not because any concrete results are expected from ratification 
so far as tariff concessions and reductions in quantitative restrictions on trade 
are concerned, but because these countries are bent on putting Chapter Six 
of the Charter, which deals with intergovernmental commodity agreements, 
into operation. The initiative on this issue has come mainly from Britain. It 
has appeared to Ministers and to some of their advisers that one of the readiest 
ways of escape from the growing dollar shortage would be the negotiation 
of a number of intergovernmental commodity agreements, on the lines of the 
Wheat Agreement, which would guarantee both the quantities which the 
United States would be prepared to buy and the prices at which their purchases 
would be made. The United Kingdom delegation at Annecy therefore intro- 
duced a protocol, the intent of which would have been to give sanction to 
such agreements under Chapter Six of the Charter before the Charter itself 
had been ratified and the I.T.O. given formal existence. 

In this chapter of the Havana Charter the members recognize that inter- 
governmental commodity agreements are appropriate for the achievement of 
a number of objectives of which the following are the most important : 
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(a) to prevent or remedy the serious economic difficulties which may arise 
when adjustments between production and consumption cannot be effected 
by normal market forces alone ; 

(b) to prevent or moderate pronounced fluctuations in the price of a primary 
commodity ; 

(c) to maintain and develop the natural resources of the world and protect 
them from unnecessary exhaustion ; 

(d) to assure the equitable distribution of a primary commodity in short 
supply. 

Nowhere, however, is it suggested in Chapter Six that commodity agreements 
might be promoted as a means of maintaining or restoring equilibrium in the 
balance of payments between member countries. It must be seriously doubted 
whether the U.S. Congress will accept this British initiative. Congress is already 
growing restive about the cost of its own domestic price support programme, 
It would be straining hopefulness a great deal to assume that it would readily 
consent to extend this price support programme to the whole wide world by 
intergovernmental commodity agreements of this kind. If that was done for 
wheat, it was because the United States stood to gain as a large potential 
exporter of the commodity. It would be much more difficult to induce Con- 
gress to apply the same principle in reverse to commodities such as rubber, 
wool, cocoa and tin, of which the United States is the world’s largest consumer. 

On this point, therefore, the preliminary skirmish at Annecy was not 
wholly promising, though it secured a goodly show of support for the British 
initiative. There is now no doubt that among the long-term measures which 
are being submitted in the Washington talks for remedying the chronic scarcity 
of dollars outside the United States, the scheme for commodity agreements 
of this kind will hold a high place and will have some support behind it. If 
one may judge from the Annecy discussions, the principal argument to be 
used against it from the American side will be that the widespread extension 
of such agreements will further ossify the world’s economic structure which 
now needs, above all things, a gener ral loosening up. 

On the tariff front, the American attitude has also been somewhat unyielding 
and certainly far less generous than it was in the Geneva tariff discussions of 
1947. It should be recalled that of the thirty-five countries represented at 
Annecy, eleven are new countries which were not represented at Geneva and 
Havana but which wish to become signatories of the interim agreement—the 
General Agreement on Trade and Tariffs (G.A.T.T.) signed after the Geneva 
discussions and further considered in Havana. The tariff negotiations in 
Annecy have followed the Geneva pattern by which the concessions extended 
in bilateral negotiations between each set of the participating countries were 
then multilateralized. In the Annecy discussions, however, there was no 
resumption of negotiations between the old signatories. All that happened 
was that negotiations for tariff reductions took place between the postulants 
and the old signatories, and also between the postulants themselves. The 
scope for substantial reductions in tariffs was, therefore, considerably smaller 
at Annecy than it was at Geneva, where the United States negotiated reductions 
with all the important countries of the world with which it trades. 

Despite this diminished scope for tariff bargaining, it was clearly and 
painfully apparent to all the delegations in Annecy that the fervour for tarif 
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dismantling which unquestionably inspired the U.S. delegation at Geneva had 
been considerably cooled by the time the Annecy meeting began. This was a 
reflection of the new economic climate in the United States, of the change 
from a situation in which tariff protection mattered little or nothing, to one 
in which it had again begun to acquire significance. The United States delegates 
in Annecy have all along appeared dogged by the fear of what Congress might 
say and do if they proved too lenient in their concessions. Above all, they 
have been obsessed by the thought that Congress might not re-enact the 
Reciprocal Trade Agreements Act, the basis for “the whole Cordell Hull policy 
of lowering trade barriers. The net result of the U.S. concessions in the Annecy 
tariff negotiations, even after they have been generalized by the operation of 
the most-favoured-nation clause, is not likely to be appreciable. If it will 
provide any advance, it will be a very disappointing one, towards the goal of 
a complete ly free-trade United States, the only goal which makes any economic 
sense in this context in the present situation. In these two fundamental respects 
—tariff concessions and the response to the British suggestions for a protocol 
embodying the commodity agreements scheme in the I.T.O. charter—the U.S 
attitude at Annecy has not been promising. 

These, however, have not been by any means the only subjects debated 
in the course of the long Annecy meeting. The debate on the G.A.T.T. and 
the hearing of complaints against alleged breaches of that agreement were for 
some time dominated by discussion of South Africa’s new import restrictions. 
The main point at issue was the discriminatory manner in which these new 
restrictions are to operate. South Africa’s right to impose new quantitative 
restrictions on imports has been recognized all along. The Union had followed 
the appropriate international procedure before launching them. The Inter- 
national Monetary Fund had been approached for a declaration that South 
Africa was truly in balance of payments difficulties, and had duly issued the 
necessary doctors’ certificate which allowed South Africa to impose new quanti- 
tative restrictions on its imports. But this certificate was no dispensation for a 
discriminatory application of these restrictions, and South Africa is unques- 
tionably applying them in a discriminatory manner. It is cutting dollar imports 
with far greater severity than its imports from other countries. This action of 
South Africa has jumped on a particularly sensitive American corn. It should 
be realised that in the United States the attitude towards non-discrimination 
in international trade has hardened very considerably during the past year. 
This also is a product of the change of economic climate in the United States. 
There has been a return to the asperities of the school of thought represented 
by Cordell Hull and Will Clayton, with its belief in the unadulterated doctrine 
of non-discrimination and multilateral trade. During the Havana negotiations 
of last year the American delegation retreated considerably from this pure 
doctrine of international trade. There are signs now that the backsliding is 
being regretted. Evidence of this is to be found not only in the vehemence 
with which the United States has reacted to South Africa’s action but also in 
American protests against Britain’s bilateral agreements, notably that with 
Argentina. 

The protests against South Africa’s action have come also from one or two 
countries in Europe which are being similarly discriminated against on the 
ground that their currencies are hard. These countries could argue that 
in the Geneva negotiations of 1947 they made certain concessions to South 
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Africa in return for corresponding concessions from South Africa which are 
now largely nullified. They have therefore suggested that there was a case 
for reopening the whole of the commercial discussions with the Union. South 
Africa, however, has been able to convince all countries concerned that it is 
because of exceptional pressure of circumstances that it has been compelled 
to take the steps forced upon it this year, steps which will prove rather more 
painful for South Africa herself than for her suppliers. 

To complete the story of the Annecy discussions, reference must also be 
made to the attack made by the Czech delegation, the spokesman for the 
countries lying east of the Iron Curtain, against United States policy of licensing 
and restricting exports to Russia and its satellites. The Czechs argued that 
this was a clear breach of all the agreements signed by the United States in 
anticipation of the I.T.O. Charter. These export restrictions involve a measure 
of discrimination which, argued the Czechs, the United States was always 
prepared to attack most vehemently when it was used against them. The 
United States delegation at Annecy has had very little difficulty in dealing 
with this diversionary attack. The measures which it has applied in restricting 
exports to East European countries are derived from considerations of se curity, 
and apply only to goods having potential military value. The United States 
has been able to show that its exports to Czechoslovakia have more than 
doubled since aie and that machinery has figured prominently in the expan- 
sion. This attack on behalf of Soviet Russia has therefore petered out without 
doing more than reveal again how abject a mouthpiece for Russian views the 
satellite countries have become. 

It is not, however, in these diversions that the importance of the Annecy 
negotiations will be found. It is not even in the new schedules of tariff con- 
cessions that will be signed within the next few days. What the protracted 
discussions in Annecy have revealed is that the United States is unlikely to 
use the vehicle of the International Trade Organization as the means to irrigate 
the non-dollar world with the dollars of which it is at present in such dire need— 
whether by dismantling tariffs or by intergovernmental commodity agreements. 

Except for its completion of the tariff discussions, the Annecy conference 
ended in mid-August on an unmistakable note of gloom. The sudden emergence 
of yet another dollar crisis during the course of the conference created not 
merely the prospect, but the certainty of defensive measures by most of the 
participants at these talks—measures which will run diametrically counter to 
the spirit of the Havana Charter. The Chairman of the Conference, Mr. 
Wilgress, Canadian High Commissioner in London, candidly faced this 
situation in his closing speech, when he predicted a further increase in trade 
barriers under the escape clause which permits a member nation to impose 
import restrictions to safeguard its financial position and its balance of pay- 
ments. Britain will not be the only member which will have to have recourse 
to measures of this kind. These harsh realities, however, merely emphasize 
the wisdom of writing into the Charter of the proposed International Trade 
Organization the provisions for elasticity which that document tolerates in the 
transitional period. The need for such flexibility does not undermine the case 
for establishing this institution. Its code of commercial conduct will keep 
before the eyes of the main trading nations of the world the ideal of free and 
multilateral trade which, however unattainable to-day, is surely the goal 

towards which a civilized world should be travelling. 
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Fund and Bank Follow the Talks 
By Herbert Bratter 


WASHINGTON, August 6 





officials of the principal countries of the world are securing their reserva- 

tions for travel to Washington for the fourth annual meetings of the 
governors of the Fund and Bank. These formal gathe rings provide the main 
theme of this article ; but, although of more hes usual importance, they will 
inevitably be less intently watched by the world than the Anglo-U.S. -Canadian 
talks which will take place in the preceding two weeks. Participating in these 
tripartite discussions will be not only the three finance ministers but the 
foreign secretaries as well [under the chairmanship, it is now announced, 
of Mr. Snyder]. Presumably, the tripartite meetings will explore every aspect 
of the balance-of-payments problem of Britain and the sterling area, the steps 
already taken to meet it, and plans and suggestions for the future. The agenda 
will include discussion not only of Britain’s own economic future, but also of 
the persistent cleavage between, on the one hand, the long term aims of the 
multilateral-trading school—to which the United States secured Britain’s 
half-hearted adherence in the Atlantic Charter, the lend-lease agreement, the 
Bretton Woods documents, the Anglo-American loan and E.R.P.—and, on 
the other hand, the short term expedients which characterize the road which 
Britain has actually been travelling. 

The tripartite meetings on the “ official’ level of the experts were due to 
start on August 29 and to last for one week. Ministerial talks will occupy the 
following week. Ever since Secretary Snyder's return from Europe, a steering 
committee, headed by Assistant Secretary of the Treasury William McChesney 
Martin, has been gathering information for the use of the American participants 
in the coming talks. While the American administration has formed rather 
definite impressions of some of the causes of Britain’s difficulties and what 
can be done about them, officials here scem to be more interested in learning 
how Britain proposes to arrange its affairs during the next few years than in 
taking the initiative themselves. 

Of one thing Washington is convinced : that the continued unwillingness 
of foreigners to hold British currency shows that sterling is to-day considerably 
overvalued. Devaluation of itself is not mistaken for the cure ; but only < 
successful devaluation, it is thought, will stabilize the deteriorating balance 
of payments. And, one must hasten to add, it is well understood here that 
the sterling situation has far-reaching repercussions on other currencies. Along 
with devaluation, Washington officials hold, much more effort must be put 
forth in Britain to sell goods in the dollar area. This is a criticism which is also 
made at least as strongly of E.R.P. countries on the Continent. Produc- 
tion costs must be reduced in terms of dollars and the volume of exports 
greatly expanded. Moreover, official circles insist, Europe must study the 
U.S. market intensively and scientifically—without waiting for E.C.A. to 
finance the studies. 

The reaction in this country to this new sterling-dollar crisis—coming so 
soon after Mr. Mayhew’s unfortunate expression of optimism about Britain’ s 
progress towards recovery—is one of bewilderment and keen disappointment. 


A S this survey is prepared, the central bankers, finance ministers and other 
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The recession in the United States, although mild, has made American tax- 
payers conscious that a certain fraction of their daily labour is going to support 
people abroad who, as a growing number of Americans see it, are content to 
live upon American subsidies indefinitely. Those Americans who think about 
Britain’s problem doubt whether the answer can be found in “ E.R.P.-plus ”, 
Another loan qua loan is certainly out of the question. Nor does the proposal 
that the United States should raise its price of gold by devaluation of the 
dollar yet find any influential supporters here. By the time of the September 
talks, the U.S. Congress will probably have dispersed, so that additional 
appropriations for Britain, were they requested, would in any event have to 

wait until next year. As it is, the majority of Americans have not yet given any 
serious thought to Britain’s present problem ; their interest would have to be 
awakened before any new and far-reaching measures could become feasible, 
Perhaps, as some think, this is a main purpose of the tripartite conversations 
—to advertise the problem. The fact that the British Embassy here has been 
“ leaking "’ to selected newspaper writers information which the U.S. Govern- 
ment has obtained only under confidential injunction lends support to that 
thesis. Whether such leakages of information to the Press are calculated to 
please officialdom is another matter. 

Doubtless the British spokesmen in Washington will have suggestions for 
the improvement of American commercial policies as an aid to imports : lower 
tariffs, easier customs regulations, more active stock-piling of strategic 
materials, less use of synthetic rubber, and the like. Of these, the most impor- 
tant, and most difficult of attainment, is tariff reduction. It is felt here that, 
essentially, Britain’s rescue is up to Britain itself. If the Washington talks 
serve only to win a measure of American public acceptance of the trade 
policies Britain and the sterling area feel that they must pursue in this effort, 
they will not have been in vain. But even this will not be easy, in view of the 

general feeling here that Britain’s policies are leading nowhere. 


THE INTERNATIONAL MONETARY FUND 

What contributions does past experience suggest that the International 
Monetary Fund and the World Bank can make towards the solution of the 
problems of this confused world situation? In financial and Government 
circles in this country, there is a feeling of disillusionment about the Fund and 
to some extent about the World Bank as well. 

Some of the criticism levelled against the I.M.F. is stigmatized by its friends 
as grossly unfair. The frequently heard gibe that the Fund’s ineffectiveness 
is evidenced by the number of exchange and financial discussions held outside 
its auspices—such as the coming tripartite talks, the intra~-European payments 
conferences and the Mexican stabilization arrangement—ignores the fact that 
the I.M.F. has never claimed : monopoly of advice and consultation in the 


international financial field. To do so would require a country such as the 
United States to surrender to the Fund the power of decision on how its 
resources should be used in helping other countries. In any case the Fund, 


through its technical staff, its private representations and its public memo- 
randa, has often had more effect on these outside discussions than some 
observers realize. 

But two main points of criticism remain. In the first place it is said that 
the Fund’s authority is so weak that its wishes are openly ignored. For 
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example, after eleven months of what seems to have been violation of a Fund 
article, Mexico decided to fix a new par value for the peso. Again, following 
a year of gold subsidies in violation of Fund policy, Southern Rhodesia made 
new arrangements for its mining industry. France, last October, finally 
eliminated, with some exceptions, the differential exch anges which it instituted 
despite strong 1.M.F. objections early in 1948. South Africa, after some hot 
cabled exchanges with the I.M.F., announced that it would exercise great care 
in the sale of “‘ industrial’ gold, but would go on selling it. Fund policies 
seem to be openly violated by certain Latin American countries which supply 
exchange to the black market and by Syria and Lebanon in sheltering a lively 
transit trade. All these add up to a pretty formidable indictment. 

In the belief that the 1.M.F. may have been remiss in defending itself 
against these criticisms, the writer of this article has sought comments from 
friends of the Fund. The following written reply may be of interest in indi- 
cating the view held by such quarters of apparent peccadilloes by individual 


Fund members : 


It is true that the Fund’s views are at times not entirely accepted. In the most 
important instance in which the Fund’s views were not adopted by the member, 
that of France in connexion with the new exchange system, extended consultations 
were maintained for weeks in the hope of finding an acceptable solution. In the end 
the French Government believed that it could not accept the advice of the Fund— 
not because it wished to ignore the Fund, nor even because it was indifferent to 
the effect of its attitude on the Fund, but because it considered that popular opinion 
in France would not accept the programme proposed by the Fund. It is quite wrong 
to assume that any other member of the Fund has modified or changed its exchange 
system contrary to the advice of the Fund. That is definitely so for Peru, Colomina 
and Ecuador, where Fund missions offered recommendations along the lines followed 
by each country, even where this involved a differential exchange mechanism. 
In the case of Syria and Lebanon, the change in the exchange system was believed 
by those countries to be within their transitional rights. This change was discussed 
with a Fund mission, although the approval of the Fund was not sought for it. 

‘he Fund’s views on gold policy are based on the principle that unauthorized 
transactions in gold, particularly at premium prices, deprive countries of the ability 
to conserve their exchange resources for the most important national needs and 
contribute to the weakening of exchange rates. In the case of South Africa, the 
Government did not defy the Fund or ignoreit. What happened was that the Govern- 
ment undertook to meet all the tests of the Fund on the sale of gold for industrial 
and artistic purposes. After the trial period the Government undertook to strengthen 
the tests prescribed for legitimate transactions in industrial gold to conform to the 
tests in force in the United States, the United Kingdom and Canada. It may be that 
in practice the administration of these tests will be less severe than in the United 
States, but a bona fide effort to apply them will be made. In the case of Southern 
Rhodesia, criticism is utterly unfair. As soon as the need for consultation with the 
Fund was pointed out, steps were taken to secure the amendment of the law by the 
legislature of that country to make the goid subsidy conform to the principles of the 
Fund. It is true, of course, that there are countries in which little or no effort is made 
to prevent private trading in gold at premium prices with nationals of other countries 
It is important to note, howeve rr, that no government or central bank has itself 
attempted to sell gold abroad at premium prices since the Fund’s statement of policy. 
The main object of the Fund is therefore secured, for, so long as the official agencies 
stay out of the business, the aggregate amount of unauthorized transactions in gold 
cannot be large. 


The second main criticism of the I.M.F., which is often heard in Washington, 
relates not to sins of commission by Fund members, but to sins of omission by 
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the Fund itself. In particular, it is frequently argued that the Fund has failed 
to bring about an orderly adjustment of exchange rates On this matter the 
writer elicited the following reply to enquiries made in the same quarters as 
those just quoted : 

There is a tendency to attribute the present payments difficulties to an unsatis. 
factory system of exchange rates. This is a simplification of the payments problem 
that will not bear investigation, certainly not for the European dollar payments 
problem. That being said, it may be admitted that some help towards improving the 
dollar payments of many countries could be secured through an adjustment of the 
exchange rates, were this to be accompanied by concomitant policies in the domestic 
field. The Fund, however, is not empowered to take the initiative in Proposing 
changes in exchange rates. It can only advise—and probably the Fund’s staff has 
done more thorough work on exchange problems and policies than any group of 
technicians in the world. It is a mistake to assume that any great harm has been 
done by delay in adjusting exchange rates. The domestic policies which need to 
accompany such adjustments have not, in many instances, yet been put into effect 

So much for the criticisms most often heard of the Fund and for the replies 
which are made to the critics here. At this year’s governors’ meeting, there is 
to be full and free discussion of exchange problems, but behind closed doors, 
It is possible that this discussion may tend to enhance the significance of the 
I.M.F. as an international body. At the moment many commentators do not 
believe its importance to be great. ‘“‘ The Fund”’, observed the sceptical 
Washington Post. in a recent editorial, ‘‘ can always keep its officials busy 
reporting on why the Fund does not have enough to do to keep it busy .. 
And even the bulky report of the National Advisory Council devoted only 
four pages to the I.M.F., with the somewhat damning comment that “ further 
progress has been made in establishing it as an organization for technical 
consultation and advice’. Beside such faint praise Secretary Snyder’s recent 
emphasis on the importance of the réle of the I.M.F. rings rather hollow. 


THE WorLD BANK 


The second of the Bretton Woods twins has had a busier year than the 
Fund. Latin America, Europe and Asia have figured in loan activities by 
the World Bank during the past twelve months. To the Brazilian Traction, 
Light and Power Company, Ltd., a privately-owned Canadian concern which 
through subsidiaries supplies most of the electric nee r available in Brazil and 
operates telephone services in Rio de Janeiro and Sao Paulo, the Bank late 
in January made a loan of $75 millions guaranteed by the Brazilian Govern- 
ment. Extending to 25 years with interest at 44 per cent., the loan will finance 
equipment purchases in the United States, United Kingdom, Canada and 
Europe. For this purpose Canada agreed to the use of $8 millions from its 
capital contribution to the Bank, and the United Kingdom to the use of 
£500,000. (It may be noted parenthetically that Belgium had earlier allowed 
the use of the equivalent of $2 millions of its capital contribution for a Bank 
loan to the Netherlands ; the United States has released all its contribution.) 
The Brazilian loan is to finance the foreign exchange costs of a large expansion 
programme ; the domestic outlays, estimated at the equivalent of $107 
millions, will be provided for locally, largely from the company’s own funds. 

Also in January the Bank aided Mexico with two loans, both government- 
guaranteed. To the Federal Electricity Commission and the Nacional Finan- 
ciera as joint borrowers it lent $24,100,000 for 25 years for the import of 
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equipment for new steam and hydro-electric generating stations, transmission 
lines and distribution facilities. A second loan of $10 millions was made 
simultaneously to the same borrowers, to be re-lent to the Mexican Light and 
Power Co., Ltd., for expansion in the Mexico City area. This loan, made for 
only one year, may be replaced by a long-term loan if the company successfully 
reorganizes during 1949. Both loans bear 4} per cent. interest, including the 
usual I per cent. commission for the Bank’s special reserve fund. 

In February the Bank lent $16 millions at 4} per cent. to Belgium to 
finance equipment imports for the construction of two steel mills and a power 
lant in the Liége district. Maturity is in 1969. At the end of July Holland 
secured a slightly smaller sum at a lower rate, but for a shorter period. Its 
Herstelbank (Finance Corporation for National Reconstruction) received a 
15-year $15 millions loan carrying 3 per cent. interest and 1 per cent. com- 
mission. The loan is for reconstruction or modernization of twenty-four 
different industrial projects, covering only the hard-currency requirements, 
including a small amount of Swiss and Belgian francs. Since the World Bank 
deals only with one corporation, instead of with a number of small industries, 
supervision of the loan is simplified and it has been suggested that other 
modernization loans to European countries should be made through similar 
intermediaries. Finland on August 1 received $123 millions on similar terms, 
for reconstruction and modernization of woodworking industries, power 
development and production of limestone powder for agriculture. The amount 
compares with about $100 millions originally suggested by the borrower. 
Finally, India has been granted a loan of $34 millions on the same terms 
for the reconstruction and development of her State railways.* 

Altogether, from the beginning of its operations to the present time, the 
Bank has made loan contracts totalling $711} millions—a relatively small 
sum. Of this, $493 millions was lent prior to September, 1947 (mainly to 
France and the Netherlands). During the ensuing twelve months, ending at 
the time of the last governors’ meeting, only $32 millions was lent, but in the 
current year to date the Bank has granted $1863 millions. In addition, the 
Bank now has twenty or more projects—including further requests from 
India and the Colonial Development Corporation—under active consideration. 

Whether the Bank will ever attain the annual lending rate of $500 millions 
which some hold to be within its capacity, depends as much on its money- 
raising as on its money-lending policy. The possibility of a bond offering in 
the United States some time next year has been suggested by President Black. 
The timing of the offering and its amount, he stated last month, would depend 
on how fast the Bank used up its uncommitted funds, then $390 millions. 
The Bank is not thinking of so large an offering as the $250 millions raised 
in the initial financing, but rather of something in the neighbourhood of $100 
millions. Earlier, in July, Mr. Black was quoted as saying that, should a rip- 
roaring bond market prevail at the time of financing, it might be expedient 
for the Bank to anticipate its needs. Its outstanding bonds have to-day a 
wide and stable market in the United States. During the past twelve months 
the Bank has sold to mutual savings banks in the United States the remaining 
$3.9 millions of the notes received under the loan to Dutch shipping companies. 
Also, four mutual savings banks and an insurance company bought from the 
Bank $16 millions of Belgian serial bonds in the Bank’s portfolio. The Bank’s 


SE ee aii once 
* Announced since Mr. Bratter’s article left Washington 














176 THE BANKER 





Swiss issue of 17 million Sw. francs, originally sold to the B.I.S. in 1948, was 
later resold in part to two commercial banks in Switzerland. 

The main question mark hanging over the Bank’s future lending § Policy 
concerns the direction in which the funds will flow. The Bank’s work in 
Europe has clearly been minimized by the advent of the much larger E.R.P. : 
while latterly the attention focused on under-developed areas by President 
Truman’s inauguration address last January has served to turn Bank attention 
more in those directions. On the assumption that E.R.P. will end in 1952, the 
prevailing view in the Bank seems to be that its work in Europe should then 
increase, unless at that time loan applicants on the Continent should be so 
greatly burdened with debt as to be poor credit risks. However, one hears the 
view expressed that investment possibilities in Europe soon will decrease 
anyway, on the theory that investment activity moves in cycles and that 
post-war investment in all countries is pretty nearly over and will be replaced 
by a period of adjustment and digestion. It may indeed be over before E.R.P, 
ends. What the Bank could do in the colonies and former colonies may be 
more important to the European colonial powers than aid to Europe directly, 
The Dutch, for example, hope that the Indonesian troubles will be settled 
before very long, in which case the Dutch, with their large interests in the 
islands, would support the Indonesian Republic in seeking World Bank 
membership and loans, both for reconstruction and development. 

As for the principles on which it operates, the Bank attempts to live up 
to the intentions of the Bretton Woods Conference—that it should make only 
“sound ”’ loans and those for which the capital cannot be raised by the bor- 
rower alone, and that it should help to create a climate in which private 
investment will venture abroad. For the sake both of its own loans and of 
private investment, the Bank has therefore sought to help member countries 
to frame general development programmes, to select fields of activity which 
should be given priority, and then to work up particular projects which will 
contribute to the member’s development. To this end the Bank has sought, 
in appropriate cases and within its resources, to supply the necessary technical 
aid. In some instances, too, it has made suggestions to potential borrowers 
in the hope of eventually facilitating private international investment. For 
instance, it has informally advised a number of countries that it is unwise to 
insist that more than half the capital in a new venture should be domestic or 
to impose onerous conditions for the employment or retention of local employees 
or managers. Chile, whose application for World Bank aid was long under 
consideration, made some helpful changes in its foreign-exchange policies 
following such advice, while an ambitious experiment in planning the best 
use for a development loan is now under way in Colombia. 

Finally, a few words must be said about problems of management within 
the Bank itself. The replacement of Mr. John McCloy by Mr. Eugene Black 
as president of the Bank on July 1 was quietly hailed by various executive 
directors, who now hoped to be taken into the management’s confidence and 
to some extent to be permitted to participate in formulating Bank policies. 
Some who know both men affirm that Mr. Black will be less interested than his 
predecessor in personal publicity. While the change in captains may produce 
more teamwork and better feelings, basically the policies of the Bank will be 
made in America as heretofore. To those executive directors who would like 
to participate in decisions affecting loan applications by their constituent 
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countries—as is the case in the Fund—the management will probably continue 
tosay: ‘ That would be unwise’. Some of the directors would also like the 
opportunity to participate in some of the numerous staff missions abroad, a 
desire in which they have so far been baulked by the management. 

To those conce ‘rned with the Bank’s management and operation the report 
to be presented to the governors by the so-called Ad Hoc Committee created 
last vear will be important. This committee of six governors, acting mostly 
through deputies, was appointed at the last governors’ meeting in recognition 
of the fact that the Bank’s overheads had been excessive and its organizational 
“ superstructure '’ top heavy—especially in view of the fact that the American 
management must, for the sake of successful security flotations in the United 
States, be the Bank’s real policy makers to-day. Given a full year in which to 
study the problem at leisure and to submit its recommendations, the Ad Hoc 
Committee sought a formula that would cut overheads while at the same time 
satisfying the many smaller members who have been finding most agreeable 
the lush full-time salaries of executive director and alternate. Above all, the 
Committee was determined to avoid calling for amendment of the Articles of 
Agreement, because of the uncertainties such an effort would entail. Also it 
was regarded as most important that the “ international ’’ complexion of the 
Bank should not be destroyed. 

It will be recalled that the Bretton Woods agreement on the Bank, and 
especially the 1946 decisions at Savannah which were pushed through by the 
United States over loud British protests, envisaged full-time attendance in 
Washington of the executive directors or their alternates, if not both, and 
expected such representatives to play an active réle in the Bank’s activities. 
But things have not worked out in this way. Apart from the American, the 
executive directors have been hard put to it to find enough work to make them 
look busy, unless their governments assigned them also to Fund or outside 
duties. Some governments have done this all along, of course ; notably the 
British and Canadian. Even so, the executive directors have been costing the 
Bank more than $400,000 a year in hard currency for salaries, income taxes, 
travel, office aides and the like. For this money they have been re ading the 
many documents which flow from the Bank’s operating departments and 
attending regular weekly meetings where they receive the recommendations 
and decisions of the management. There has been no justifiable basis for full- 
time pay to a full set of directors and alternates for these services. 

The Ad Hoc Committee, appointed with full cognizance of these facts, may 
be expected to recommend a curtailment of the duties of the directors and 
alternates through provision for less frequent regular meetings, perhaps making 
them monthly, and contemplating only part-time attendance by executive 
directors or alternates—and then by only one or the other. In short, the 
British practice since the start is likely to be adopted by the Bank as the 
required practice, while at the same time the interest of smaller countries in 
positions on the board will be respected. Thereby, ultimately but perhaps not 
all at once, the above-mentioned $400,000 will be reduced by about a quarter. 
Many people in Washington believe that a much bigger cut in the cost of 
directors’ services would be possible without harming the Bank’s international 
character, but for the vested interests which have grown up in the jobs 
concerned. 
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French Recovery Continues 
By Charles R. Hargrove 


PARIS, August 9 


T was on September 12, 1948, that M. Queuille became Prime Minister of 
[ France, and since the National Assembly has suspended its sittings until 
mid-October, it is now safe to predict that he will soon be celebrating his 
first anniversary in that office. Since the promulgation of the Constitution of 
the Fourth Republic rather less than three years ago no Ministry has lasted 
so long as the present one, and it is no exaggeration to say that no Ministry 
can show a better record of achievement. Its good fortune was to enter office 
just after the first bumper harvest that France has known since the Liberation, 
after industrial production had attained its pre-war level, and after the coming 
into operation of the Marshall Plan had made certain not only of dollars suffi- 
cient to pay for all necessary raw materials but also, through the mechanism 
of “counterpart ” funds, of a substantial supply of francs. for the country’s 
re-equipment programme. But M. Queuille and his colleagues had scarcely 
taken up their task when they had to ‘face the most serious attempt ever made 
by the Communists to utilize their influence with the Trade Unions to make 
democratic Government impossible—for that was what the general strike was 
meant to do. The Government stood firm and acted quickly for the defence 
of law and order. It won the day, and thereafter the risk of serious social 
disturbances ceased to haunt the minds of Ministers. They could get to work 
on the restoration of the national finances, and by a combination of taxation, 
credit restriction and administrative economies, under the constant pressure 
of the representatives of E.C.A., they have made such excellent progress that 
revenue to-day is covering all ordinary expenditure and the Treasury has for 
a full year avoided any increase in its debt to the national bank. 

Of course budget equilibrium does not imply that there has been a complete 
cleaning-up of the national finances, even though, with the help of abundant 
crops and of an increase in industrial production, price stabilization seems to 
have been attained. But no fair observer can ignore the evidence provided 
by current statistics of prices, production, national revenue and expenditure, 
exchange rates and the quotations for gold bullion and coin. All these spell 
convalescence. 

Consider prices first. The wholesale and (Paris) retail indices, based on 
1938 as 100, are shown in the accompanying table. It will be seen that between 





WHOLESALE RETAIL 
= = aE — p SS 
General Agricultural Industrial General Food 
August, 1948 .. 1,783 1,809 1,757 1,670 1,716 
December, 1948 1,974 1,827 2,122 1,928 1,924 
July, 1949 =~... ~1,854 1,638 2,070 1,715 1,715 


the beginning and the end of the year wholesale prices rose by only 4 per cent. 
and retail prices by 2} per cent. ; for the preceding twelvemonth the rises 
were 95 per cent. and 73 per cent. respectively. The period also witnessed a 
turn in the terms of trade against the agriculturist. By midsummer industrial 
prices were in advance of agricultural by over 25 per cent., whereas the opposite 
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relationship had long obtained, with the gap a year earlier at 7 per cent. and 
two years earlier at almost 27 per cent. It is natural that farmers should 
argue that they have borne all the sacrifices inherent in stabilization of the 
price level, but the price collapse was confined to certain farm products, par- 
ticularly vegetables, for the prices of major cereal crops have been artificially 
supported (that of wheat has just been fixed for this year at slightly over last 
year’s price). It is true, however, that the Government has failed utterly in 
its attempt to bring down the prices of industrial products. The urban dweller 
has even more cause for complaint, for while he pays no less than he did six 
months ago for his clothing, he pays much more for his transportation and 
now also for his lodging—thanks to the new rent legislation, which was only 
just in time to save landlords from bankruptcy. Moreover, he is much harder 
hit by the new taxation than the farmer. If he is on salary he cannot escape 
the income-tax. If he is in business on his own account he bears all the weight 
of the onerous turnover tax, which in the first half of the year brought in 
Frs. 235 milliards out of a total from all taxes of Frs. 553 milliards. 

The continued high level of industrial prices is the more striking because, 
once the economy had survived the effects of the miners’ general strike, pro- 
duction forged ahead even though supplies of electrical power were seriously 
curtailed by scarcity of water-power, which, incidentally, threatens to be 
repeated this coming winter. The production index, excluding building, has 
climbed to 30 per cent. above pre-war and was never higher since the war 
ended. Coal output indeed has attained the record level reached in 1929 ; 
the steel industry is on the way to breaking all records. This encouraging 
expansion is largely due to the Marshall Plan, for there is now no lack of raw 
materials in any direction. Frenchmen have had so little experience of economic 
crises, even when they have swept disastrously over their neighbours, that 
they have been citing a negligible increase in the figures of unemployment and 
bankruptcies as proof of a coming storm. This mood, which was familiar 
before the war, derives encouragement from Communists, whose hope lies in 
collapse of the economic structure, and from the legion of those who thrived 
on price inflation and scarcity. For abundance has killed the black market, 
by which France was cursed for ten years, and has so weakened the appeal of 
Moscow that all its more recent efforts have been concentrated on attacking 
the Marshall Plan and the Atlantic Charter as menaces to peace, instead of 
relying upon the earlier technique of advertising economic disorganization and 
social misery. Undoubtedly certain sections of the population, especially the 
middle classes, feel the pinch ; undoubtedly industry and commerce are 
pressed for working capital ; undoubtedly the transition from a seller’s to a 
buyer’s market is a painful operation for many. But the wonder is really 
that the transition has not brought more casualties with it. 

As for the national finances, a heavy dose of taxation, combined with a 
new effort at economy and the utilization of the ‘‘ counterpart ”’ francs (arising 
from sales of E.C.A. imports), has enabled the Government to balance its 
ordinary budget and cover extraordinary expenditure on reconstruction, 
modernization, development plus military operations in Indo-China without 
drawing upon the Bank of France. The country is not out of the wood yet, 
because the nationalized enterprises have still to be so organized and operated 
as to pay their way and to command sufficient credit to enable them to raise 
funds in the market for capital outlays. Moreover, the period of managed or 
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mismanaged economy has swollen the ranks of the Civil Service, which cay 
only gradually be reduced. M. Paul Reynaud and other Centre or Right Wing 
politicians almost succeeded in overthrowing the Government in the closing 
days of the last session of the National Assembly by attacking it for going 
about its task in too leisurely and gentle a fashion. M. Queuille may conceal 
no iron hand in his admittedly velvet glove, yet he and his Ministers have 
stuck steadily, even obs tinately, to the pursuit of their goal. After all, they 
have to deal with an Assembly in which the largest party is not represented 
in their ranks—and that party controls the most powerful of the labour 
unions. Moreover, they represent a coalition in which the Socialists hold } key 
posts and are well aware that the enemy on their left, always more dangerous 
than that on the right, will take advantage of every opportunity to discredit 
them in the eves of the workers. If a Government aircraft factory, proved 
superfluous and costly, has to be closed down and a few thousand men are laid 
off, the Communists will make the most of the occasion, to the extent of 
organizing an occupation of the premises, if action is taken too brusquely at 
an ill-chosen moment. Again, if railway rates are out of line with the level of 
prices, it is wise (and the Government knows it) to raise them only by degrees 
and at suitable dates—e.g. after, rather than before, the holiday season, 
M. Queuille has the knack of getting round an obstacle. In oratory he is as 
incapable of the brilliant phrases of Reynaud as in action he is incapable of 
the dramatic decisions of de Gaulle. But he seems to get what he wants in 
the end. 

Another symptom of convalescence to which the Premier is fond of drawing 
attention is the exchange and gold market. The signs here are certainly 
impressive. For instance, the price of gold bars, in which trading is really 
free, fell from Frs. 800,000 per kilo bar to under Frs. 600,000 between 
January 1 and April 1. It has rarely been over the 600,000-mark since then. 
The popular Louis, for which hoarders gladly paid more than Frs. 6,000 not 
many months ago, is apt to hover just above Frs. 4,000. The dollar note on 
the “ parallel’ market was considered attractive at Frs. 500 in January, but 
can now (August) be bought for Frs. 350, which is only some Frs. 20 
above the legal market price for dollar transfers. A hundred French francs 
in Zurich could be bought for little more than 80 Swiss centimes in February, 
but cost 115 or more now. The index for foreign stocks on the Bourse used to 
be eight times, but is now only six times, the pre-war figure. The ordinary 
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public ceases to pay att ention to the daily fluctuation of the dollar rate, and 
the tourist from hard-currency countries is re-learning the habit of exchanging 
his travellers’ cheques at bank counters instead of at street corners. 

This is a real achievement in a hemisphere where almost all currencies are 
suspect and in a country which came out of the war with the dollar worth 
Frs. 50 instead of the pres t Fes. 330. Successive Governments undermined 
the citizens’ faith in the france in every way for four successive years, after 
faith in it had been already shaken by the German manipulation of the cur- 
rency. It is almost to be accounted a miracle, therefore, that some Frenchmen 
to- -day can be found offerin ig part of their hoards of gold or hard currencies to 
the Government at the pri ee s prevailing on the legal market. It is not because 
they might otherwise die of starvation. It ischiefly because there is a plentiful 
choice of goods, consumer or capital, into which they can change their hoards 
and that there is a prospect that the value of both goods and hoards will no 
longer rise in terms of francs. 

Of course there is also a squeeze in money, due to the Government’s tight 
credit policy. Of course, also, the public remains hard to persuade that it 
would dq well to convert not only its hoards into francs but the francs into 
eilt-edged bonds. Thus the Perpetual Threes hover around 60 against the 
go of three years ago and the 100 of four years ago, while the recently issued 
5 per cent. Rente can be had at 80. The nationalized Electricité de France, 
in dire need of funds to develop more of the enviable wealth of water-power 
within the country, has been obliged by this weakness in the market to offer 
very novel inducements to investors. The buyer of its 4 per cent. bonds at 
96 will see his rate of interest scaled upwards with the rise in production of 
electricity, so that by 1954, if production has risen, as planned, by 38 per cent., 
he will be paid at the rate of 53 per cent. He will be entitled to turn in his 
coupons in payment of electricity bills and the coupons will carry a Io per cent. 
premium. If he utilizes electricity for industrial purposes he will e njoy priority 
whenever distribution may have to be restricted owing to excess of demand 
over supply. In any event his interest will be exempt from income supertax. 
In the first two weeks Frs. 3,000 millions were subscribed to this issue. But 
for this year Electricité de Fy rance “ ants over Frs. 100 milliards for de »velop- 
ment, and it must rely for almost all of this sum on the “ counterpart ” francs. 
The national railways, reluctant to try their chances in the market so long as 
they are operating at a deficit, also look to counterpart funds for Frs. 30 
milliards, while simultaneously sounding Swiss banks for a credit. The national 
coal mines have so little credit with the public that they intend to draw Frs. 65 
milliards from “‘ counterpart ”’ 

From all this it will be seen that, thanks to American aid, the rdle which 
the capital market should normally play is being played by the “ counterpart ”’ 
of this aid. In fact, this ‘‘ counterpart ’’ has been estimated in the French 
jour-year plan to yield Frs. 800 milliards, while releases to date since E.C.A. 
deliveries began amount to almost Frs. 300 milliards. But th e rate of the flow 

f such funds inevitably diminishes with the diminution of Marshall Aid, and 
it is therefore highly desirable that the confidence of the investor in the State 
and all its works should revive. 

Its slowness to revive is one weak point in the financial structure. Another 
is the familiar dollar problem. Last year imports from the dollar zone averaged 
$60 millions monthly and exports to that zone $10 millions, the deficit being 
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covered by Marshall Aid. The figures for the first half of this year show the 
iverage deficit to be running at $30 millions. It is diminishing chiefly because 
of the tendency for imports from the dollar zone to decline as France be. 
comes less dependent on American foodstuffs and coal, not to mention freight 
and cotton and oil. But exports tend to remain stagnant, though the deficit 
in the balance of payments is reduced by the growth of invisible exports 
particularly tourist traffic. The Four-Year Plan admits the prospect of an 
idverse trade balance for metropolitan France of $175 millions vis-d-vis 
North and Central America in 1952-53 even after reduction of imports to some 
$30 millions and increase of exports to some $16 millions monthly, and it is 
only thanks to the expected development of colonial exports to the United 
States that a net surplus of $24 millions is finally expected to result from 
exchanges between the dollar and franc zones. The dollar problem, it may be 
admitted, is net so acute for this country as for its neighbour across the 
Channel, but its solution as contemplated implies a considerable switching of 
imports from the dollar zone to countries outside and inside the sterling zone 
and a still more considerable development of exports to non-dollar zones, 
besides a big development of colonial raw material resources. But for the latter 
purpose, no less than for the development of metropolitan resources, time is 
necessary and the capital market must be revived. M. Monnet has estimated 
that in 1948 net investment absorbed 20 per cent. of the national resources, 
but of the Frs. 1,000 milliards (including Frs. 300 milliards for depreciation) 
so employed, bank credit provided Frs. 245 milliards, the National Bank 
Frs. 170 milliards and the Marshall Plan (counterpart funds) Fr, 30 milliards 
In the private sector bank credit is stated to have covered 87 per cent. of the 
total. It was in face of this situation that last September the National Credit 
Council imposed restrictions on bank credit. 

[It maintains them still. But if all goes well after the summer, more 
especially if the much-advertised social disorders do not reappear, if exchange 
rates and gold prices bear out the promises they imply to-day, and if savings 
emerge from their hiding-places, then the authorities are quite prepared to 
ease credit and simultaneously to lighten somewhat the burden on the tax- 
payer. Anybody who ts disposed to prophesy, however, would be well advised 
to remember that if shocks do not come from within they may come from 
abroad. Moreover, even if France can, if she tries, avert or at least deaden 
the shocks from within, it is not certain that she will do so. Inevitably, specu- 


lation focuses upon the risk of a return of political instability arising from 
labour agitation promoted and fanned by Communist Unions. Since the 
failure of veneral strike last November, the Soviet cause has lost ground 
but for that y reason a vigorous reaction before the convalescence proceeds 
further might seem imperative to its leaders. The recent agitation for pre- 


miums in addition to wages payable during the summer holidays might be 
aken as a preliminary move in the campaign which is expected this autumn 
and which will probably centre in a demand for reduction of the working 
week to 40 hours without diminution of pay. The Russo-American “ cold 
war’ is being waged nowhere more fiercely than on French soil, where it will 
continue as an element disturbing to the long process of economic recovery 
unless and until the Communist party ceases to command 180 odd votes in 
the National Assembly. But that cannot be expected until the election of a 


new Assembly in 1951. 
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Australian Bank Nationalization 


Decision 
By J. S. G. Wilson 


HE Australian banks have won another round—and probably the decisive 
Tone in their fight against nationalization. At the end of July the Privy 

Council dismissed the appeals of the Commonwealth Government and of 
several State Governments against the earlier ruling of the Australian High 
Court. Before discussing the implications of this decision, it will be convenient 
to recall briefly the successive stages of the whole affair. 

The Australian Government’s decision to nationalize the private trading 
banks was the direct result of a High Court ruling on August 13, 1947, that 
Section 48 of the Banking Act, 1945, was invalid. This section prohibited a 
bank from conducting any business for a State or any authority of a State, 
including a local governing authority, except with the consent in writing of 
the Federal Treasurer. Three months previously, the Treasurer, relying on 
this section, had announced that State and local government bodies were for- 
bidden to hold accounts with private trading banks after August 1, 1947. 
The Melbourne City Council and the Shire of Coreen in New South Wales had 
then challenged the validity of Section 48 in the High Court, which decided, 
by a five-to-one majority, that it violated the constitutional rights of the 
States. The Federal Government’s decision to nationalize the trading banks 
was announced three days later. Labour caucus approval was secured in 
September and an enabling bill was introduced into the House of Represen- 
tatives on October 15 and passed on November 26. Meanwhile, the States of 
Victoria, South Australia and Western Australia, and the eleven private banks, 
had applied to the High Court for an injunction to restrain the Government 
from implementing the bill, an injunction which was granted on December 16. 
The three States and the banks then asked the full High Court for an order 
restraining the Commonwealth and other defendants (including the Treasurer 
and the Governor of the Commonwealth Bank) from proclaiming the Act. 
Judgment was handed down on August 11, 1948, when by a majority decision 
vital operative sections of the Act were declared ultra vires the Federal Con- 
stitution and an injunction was granted restraining the authorities from taking 
any further action under these sections. It was then announced that the 
Federal Government would appeal to the Privy Council against the decision 
ot the High Court. The petition came before the Judicial Committee of the 
Privy Council on October 25, 1948, and on November 10 the Commonwealth 
was formally granted leave to appeal, while the petition by the Labour Govern- 
ments of New South Wales and Queensland to intervene in support of the 
Commonwealth Government was also allowed. The hearing of the appeal 
began on March 14, 1949, and continued, with intervals, for 36 days. Argument 
closed on June 1, when judgment was reserved. On July 26, 1949, the Judicial 
Committee of the Privy Council dismissed the consolidated appeals and 
announced that reasons for judgment would be given later. 

The main question raised on appeal was whether Section 46 of the Banking 
Act, 1947, which prohibited the carrying on of banking business by private 
banks, offended against Section 92 of the Federal Constitution, in which it is 
provided inter alia that “ trade, commerce and intercourse among the States 
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. Shall be absolutely free ’’. Both politically and constitutionally, therefore. 
this was a case of considerable importance. The economic signific: ince of the 
decision is also far-reaching, for there is good reason to believe that nationaliza- 
tion of the private trading banks would have had the effect of destroying the 
present system of central banking which—in the main—has proved efficient 
and well suited to the Australian environment. 

Under the 1945 legislation, the Commonwealth Bank, as central bank, had 
full power to control credit conditions. It could require the deposit in special 
accounts with itself of all the “ surplus investible funds ”’ of the trading banks 
and thus could effectively control the quantity of credit available in the 
country. The only limitation to this power was the elementary guarantee that 
trading bank cash holdings would not be forced below their 1939 levels. On 
the other hand, in the event of financial stringency, the Commonwealth Bank 
could release funds to the trading banks—and as a matter of fact has already 
had occasion to do so—in order to encourage increased lending to the public. 
Even if the trading banks were not disposed to expand their loans, the Common- 
wealth Bank could itself provide the public with finance through its own 
general banking department. By means of this control, together with its 
control over trading bank holdings of Government and industrial securities, 
the Commonwealth Bank could also effectively control the level of trading 
bank profits. Supplementing this power of quantitative control, the Common- 
wealth Bank was specifically empowered by the 1945 legislation to lay down 
rules indicating the directions in which bank credit should be made available. 
The only limitation on this power was that the directions were to relate to 
‘classes of persons”’ and not to individuals. It will be apparent that, by 
controlling the direction of lending, the central bank also had an effective 
check on the total amount lent and the two controls could be operated together 
to preclude either an excess or a deficiency of credit in particular sectors of the 
economy. Finally, there was the Commonwealth Bank’s control over interest 
rates, by means of which the central bank could influence the costs of different 
types of bank lending and encourage or discourage economic activity by 
regulatirg the provision of cheap or dear money. Furthermore, the 10945 
ap gave the Treasurer the last word in deciding monetary policy and 
the Government thus had full power to determine the amount and direction 
of credit flows emanating from the private trading banks and, in that way, 
could influence flows of resources also. Nor had the loss of Section 48 of the 
1945 Banking Act materially affected the position. No more, surely, could 
have been expected from a completely nationalized banking system. 

Nor did there seem to be any basis for the Prime Minister’ s fears that the 
legal basis of this system of controls was open to challenge. This was allegedly 
one of the chief reasons for nationalization after the loss of Section 48. But in 
the High Court judgment, the Chief Justice specifically stated that, although 
the Commonwealth Parliament had no power to legislate with respect to 

the maintenance of full employment in Australia ’’ and ‘‘ the economic 
prosperity and welfare of the people of Australia’ as subjects in themselves, 
Parliament ‘‘ may exercise the powers which it does possess for the purpose 
of assisting in carrying out a policy which may affect matters which are not 
directly within its legislative powers. ... There is no legal obstacle to the use 
of the Commonwealth Bank as a means of aiding Government policy with 

respect to employment and economic conditions”. Moreover, as the Leader 
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of the Federal Opposition, Mr. R. G. Menzies, pointed out, the only effect of 
an attack on the vital sections in the 1945 Act (Sections 18-22) would have 
been that the Government would have had to redraft its legislation and enact 
it in a different form. 

The first reaction of the States to the Commonwealth Government’s bank 
nationalization decision was the announcement of their intention to extend 
their own banking activities into the trading field. This was true not merely 
of the non-Labour Governments of Victoria and Western Australia, which 
could be expected to have little sympathy with the Commonwealth Govern- 
ment’s plans, but even of New South Wales with a Labour Government in 
office. In point of fact, the Rural Bank in New South Wales has already been 
authorized under amending legislation to conduct a general banking business 
and given the same status as a trading bank. As such, it commenced full 
operations in December, 1947, and was immediately faced with numerous 
applications for industrial and commercial accommodation. In Western 
Australia and Victoria, the State Governments were prepared to bide their 
time and to await judicial decision before taking action. If the bank nationali- 
zation plan came re effect, the Western Australian Premier announced, his 
Government would definitely extend the activities of the State’s Rural and 
[Industrial Bank in competition with Commonwealth trading institutions. 
Victoria likewise was prepared to found a new State trading bank for the 
purpose of giving depositors “‘ a choice of banking facilities’. In that State, 
an election had been fought on the banking issue and the new Liberal-Country 
Party Coalition Government was pledged to set up a State trading bank if 


the Commonwe ealth took over the private banks. It is true that no overt 
statement of intention to expand the trading activities of the existing State 
Bank of South Australia seems to have been made by the Premier of that 
State, but there is little doubt that South Australia would have followed thx 
lead of the other States if bank nationalization had become effective. 

The effect of such State reactions would undoubtedly have been that 
‘ntral oe control, so far from being strengthened by nationalization 
us its advocates h d claimed, would have been irrevocably impaired. Even 
with nationalization, the Commonwealth would not have been able to compel 


the State Governments to bank with the Commonwealth Bank, which was one 
of the object: ; of Section 48 of the Banking Act, 1945 (already declared invalid 
by the High Court), nor could it have prey vented them by constitutional means 
from estab lishi ing State trading banks in competition w ith the Commonwealth 
Bank. Indeed, by inducing the State Governments to set up their own trading 
institutions in self defence, the Commonwealth would merely have succeeded 
in replacing an efficient system of private banking under strict central bank 
control by two rival systems of Government banking in active competition 
with each other and with possibly divergent views on those aspects of credit 
policy which affected the country as a whole. If only for this reason, then, 
the Privy Council’s decision is to be welcomed as contributing to the sound 
economic development of the country as well as to its constitutional law. 

The full significance of the decision cannot be gauged until the reasons for 
judgment are made available, but it is probable that the impact of this judg- 
ment will be felt in a much wider field than that of banking alone. Indeed, it 
is possible that the Australian Labour Party may have sulllese da most serious 
setback to its whole socialization programme and that an immunity may be 
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established for all business, trading and commercial activities from any pro- Et 

hibition, restriction or control—provided only that such activities are operated 

across State frontiers, either wholly or in part. This is what the Common- 

wealth Government fears most and, throughout his argument before the ; 

Privy Council, the Attorney-General pleaded “for a workable interpretation of M 

Section 92. Previously, it had not been sought to extend the application of = 

this section to “ intangibles’, such as bank credit, and any such interpreta- 

tion may well mean that many Commonwealth Acts, hitherto regarded as N 

constitutionally sound, now become of uncertain validity. Ji: 
Without doubt, the Privy Council’s ruling is a bitter personal disappoint- fo 

ment for both the Prime Minister, Mr. J. B. Chifley, and his Attorney-General, | a be 


Dr. H. V. Evatt. For years, Mr. Chifley has urged the nationalization of the | effor 
private trading banks. His original determination to do all he could to attain avol 
this part of the Australian Labour Party’s political platform was born in the orde 
years of depression and, later, as a member of the Royal Commission on the char 
Australian Monetary and Banking Systems, he demonstrated his enthusiasm don 
in a minority report. But it was not until he became Prime Minister some } avai 
four years ago that he had the opportunity of bringing his plans to fruition. this 
In point of fact, it was on his initiative, and despite the misgivings of many of | —SsO 
his colleagues in the Cabinet, that the attempt to nationalize the banks was befo 
finally launched in 1947. Now that the Privy Council has dismissed the advé 
Commonwealth’s appeal, Mr. Chifley will be forced to think again, though a than 
final decision cannot be made until the reasons for judgment are available. in tl 
In contrast to Mr. Chifley’s disappointment, it is known that a considerable I 
section of the Labour Party is privately pleased with the decision. Many in th 
members, especially those holding borderline seats, have always doubted the alres 
political wisdom of attempting bank nationalization and feared that it would |} to h 
become a major issue at this year’s election. It is rumoured indeed that rarel 
Mr. R. G. Menzies, Federal Leader of the Opposition, would have preferred a the 
decision adverse to the banks, so that he could go to the country with repeal inst 
of the Nationalization Act as his main plank at the forthcoming Federal Act, 
elections. In the result, he has been left to work on whatever fears still remain? esse 
with the public that Mr. Chifley and his advisers may still seek for | chec 
means to resume their attack on the banks. It is possible that there are no pays 
real grounds for this alarmist attitude. The banks themselves seem much bec 
more reassured than Mr. Menzies, and their confidence has been reflected in the by t 
upward movement of bank shares on the Stock Exchange. tO S€ 
Now that direct nationalization of the private banks has apparently been If a 
found to be unconstitutional, the Federal Government will have to consider the « 
whether (1) to abandon the nationalization policy altogether ; or (2) to hold! exte 
a referendum for the purpose of amending the Constitution ; or (3) to try to and 
force the private banks out of existence by intensifying the controls already thre 
imposed under the Banking Act, 1945 ; or (4) to attempt to gain control of : 
the private banks registered in Australia by compulsory acquisition of all Savi 
privately owned shares. But little can be planned until the reasons for the | pay' 
Privy Council’s judgment are available and, in any case, political expediency com 
would suggest that no further moves will be made until after the Federal num 
elections towards the end of the year. At those elections the ill-conceived wast 
attempt at bank nationalization can hardly fail to become one of the central The 
ssues in public debate. pres 
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Endorsements: Is any Change N ecessary ? 
By L. C. Mather 


Mr. G. O. Papworth’s recent article, ‘‘ Endorsements Must Go’’, has evoked much discussion in 
banking circles. Mr. L. C. Mather, Principal of the Legal Department of the Midland Bank, heve 
argues the other side of the case. It is hoped to publish a rejoinder by Mr. Papworth in an early issue. 


in modern conditions a means should be found of dispensing with the need 

for endorsement of cheques which are forwarded for collection through 

1 banker. He condemned existing practice as being wasteful of time and 
effort for customer and banker alike, argued that these difficulties could be 
avoided by the use of a new means of payment in the form of a non-transferable 
order, and considered that it was the responsibility of the banks to initiate the 
change. Although bankers might justifiably point out that business houses 
do not make e fective use of the efficient alternative methods which are already 
available for discharging debts without the need for a payee’s endorsement, 
this proposal for a non-transferable order is at first sight an attractive one 
—so attractive indeed that some may wonder why it has not been adopted 
before. The present writer is convinced that, on closer examination, the 
advantages to be gained from the use of such an order will be seen to be more 
than offset by the complications which would arise from the resultant increase 
in the number of hybrid instruments handled daily by branch banks. 

It will be best to start with a brief summary of the advantages inherent 
in the proposal—even though this procedure duplicates some of the arguments 
already advanced. Basically, a cheque is an order or mandate by the drawer 
to his banker for the payment of a certain sum to the named payee. Only 
rarely nowadays does a drawer contemplate the negotiation of his cheque by 
the payee to a third party. The fact that a cheque is a freely negotiable 
instrument (subject to the incidence of Section 82 of the Bills of Exchange 
Act, 1882) and payable to bearer when endorsed in blank, is incidental but not 
essential to modern business settlements. Although the negotiability of many 
cheques is removed or restricted nowadays by “ not negotiable ”’ or ‘‘ account 
payee ” crossings, the instruments remain transferable and the proceeds can 
be collected for a third party upon satisfactory response to the enquiries made 
by the collecting banker. A heavy onus is thus placed upon the latter if he is 
to secure the statutory protection of Section 82 against liability for conversion. 
If an approved form could be devised which would not require endorsement, 
the collecting banker would not only be relieved of this responsibility to some 
extent, but several additional advantages would accrue to him, to the customer 
and to the paying banker as well. The benefits which would be derived by these 
three parties may now be considered in the order in which they handle a cheque. 

First, from the point of view of the customer, there would be a considerable 
saving of time and expense by partners or senior officers employed by the 
payee who now have to endorse cheques drawn in favour of their firms or 
companies. This applies to any business or body which daily receives a large 
number of remittances ; some of these customers have complained about this 
waste of time in the past and have asked bankers to relieve them of the burden. 
The non-transferable attribute of the proposed order would also remove the 
present risk of theft of order cheques by fraudulent employees or theft in the 


[i: an article in the July issue of THE BANKER a contributor suggested that 
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course of post. As the proceeds of the order could be credited only to payee's 
account the instrument would be valueless to anyone else. Similarly, greater 
protection would be afforded to the drawer, who could escape liability to an 
unknown third party. At present—unless the magic words “ not negotiable ' 
have been inserte “a before issue of a cheque—in any dispute arising between 
the drawer and the payee the drawer may incur liability on the cheque toa 
third party to whom the cheque has been negotiated as a holder in due course 
Moreover, the nuisance of complying with the legal requirements of a valid 
endorsement where the name of the payee is mis-spelt or incorrectly expressed 
would be avoided and the need for provision of mandates to the banker for 
endorsements by officials of the payee during periods of sickness or holiday 
would be removed. Unfortunately, however, as will be seen later, the problems 
arising from incorrect designation of the payee would remain. 

From the point of view of the collecting banker, the universal adoption of 
this new method of payment would save the time and expense at present 


involved in the examination of the endorsements of all cheques and orders 
paid in for collection ; in the confirmation of irregular endorsements ; and in 
endorsing instruments as passed to the credit of payee’s account. These 
last two operations normally need to be perfe med by a senior bank official. 
Moreover, as we have seen, enquiries by the collecting banker regarding third 
party cheques and the risk of negligence under Section 82 would not arise, 
because the order would be accepted only for the account of the named payee 
Since exceptions could not be permitted, trouble would arise when the name of 
the payee was wrongly designated by the drawer. 

Finally, the paying banker would have to examine only the face of the 
instrument, thereby saving the time ak cost at present entailed in ensuring 
technical accuracy of the endorsement. The delays and annoyance to customers 
necessitated by the return of cheques because of irregular endorsement would 
be avoided 

For these various reasons, the replacement of the cheque by a form of 
non-transfera ble order for universal use would result in a considerable saving 
of time to bankers and customers alike, while introducing a safer and simpler 


means of paym nt. It will be argued later, however, that these advantages 
could be gp pd only if the new order were adopted by all customers and if 


the cheque as such virtually ceased to be used as a means of payment—its 
use being confin simply to cash withdrawals by the drawers. Unfortunately, 


the system would not be acceptable to all customers (drawers and payees) and 
the benefits ——- above would largely be removed by the complications 
arising from dealing with a wider variety of instruments. 

Among the pend s of bank customers for whom the new form would be 
unsuitable would be those, such as industrial insurance companies, who regu- 
larly issue cheques to payees who have no banking accounts. These cheques 
are often crossed and cashed by arrangement throughout the branch system 
of the drawee bank. Such customers would surely object if their orders could 
not be cashed by the recipients; and the banks could hardly cash them 
without endorsement or some form of receipt evidencing payment. And if 
they attempted to insist upon the opening of accounts by such payees upon 
suitable introduction, they would surely be equally exposed to criticism ; in 
any event, such a move would increase the banker’s costs because few of 
these new accounts would be remunerative. 
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Secondly, many important customers among public authorities and business 
undertakings require the receipt of the payee on the back of their cheque. 
This forms an integral part of their book-keeping system and serious objection 
would be raised from such sources if they were asked to issue instruments 
which would bear no evidence of a receipt or acknowledgment by the payee. 
The banks would probably have little option but to permit such customers 
to continue to issue cheques requiring the receipt of the payee, with the real 
risk that these receipts would escape examination in the midst of non- 
transferable orders. It is difficult to see how the banker could escape respon- 
sibility for payment of an order without the receipt required by the mandate 
of the customer. In addition, it must not be forgotten that many private 
customers ignore or destroy formal receipts, relying upon the endorsement of 
their creditor on the paid cheque held by the banker r as evidence of payment 
in case of controversy. 

Another possible complication has to be borne in mind. The facility for 
payment of cash to third parties as payees of open cheques could hardly be 
withdrawn and many customers would continue to issue such cheques rigren 
would require endorsement. Although most of them would presumably b 
presented for payment at the counter of the drawee branch, some would vm 
paid into the banking account of the payee ; in this case, too, there would be 
a risk that either the collecting or the paying amar r might omit to examine 
he endorsement. Unless the banks decided to encash crossed non- -transferable 
orders drawn by a customer in his favour and presented by the drawer or his 
known agent, every customer, however small, would require two books of 
forms—a book of non-transferable orders for payments to third parties and a 
book of cheques for cash withdrawals including wages. Admittedly, this 
difficulty could be overcome if the banks agreed to cash non-transferable 
orders drawn by customers in favour * themselves against endorsement 
(some receipt being needed as evidence of payment) ; but it is a further com- 
plication. Tl here would also be the difficulty of examination of such endorse- 
ments when wages are paid at other branches under a credit ; but the risk 
here of omission is not material, the responsibility being upon the branch 
cashing the order 

Further difficulties are bound to arise where the name of the payee is 
incorrectly stated in the non-transferable order. The onus would, of course, 
be upon the collecting banker, who would have to decide whether to accept 
or reject the order for collection for his customer’s account. For example, if 
X bank has the account of John Jones Limited, can it accept for the credit of 
that account an order in favour of James Jones Limited, or must it make 
detailed enquiry ? This possibility cannot be ignored. There is no reason to 
believe that the names of payees will be more correctly inserted in the new 
orders than they now are in cheques. Cases might even occur where, upon the 
return unpaid of an order for a common round figure, the collecting banker 
would have trouble in convincing a customer that the item had been correctly 
debited to his account. Even the banker might experience difficulty in 
applying an unpaid order. A branch might have two customers, say, John 
White and James White. If it collected for each customer on the same day 
an order for £5 but both orders were drawn in favour of J. White, how (without 
detailed record nece ssitating more work) could it decide in the absence of any 
endorsement which account to debit if one of the orders was returned unpaid ? 
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fhe absence of an endorsement in such cases removes a vital record for the 
banker. 

Again, think of the added difficulty which a small branch official would 
experience in explaining to a new customer, whose knowledge of cheques and 
orders is necessarily very limited, the difference between the various forms of 
payment. Imagine the confusion in the mind of that new customer when he 
is given two or three books of orders providing him with open cheques for cash 
withdrawals, crossed cheques for payments to payees known to have no banking 
account, and non-transferable orders for trade and other payments. Why 
complicate banking practice further in the mind of the general public ? 

If these criticisms are valid, why should the banker voluntarily introduce 
a fresh instrument which, when in circulation with open and crossed cheques 
without and with receipts, would surely tend to complicate the position ? 
Introduction of this proposed non-transferable order would take considerable 
time and the benefits of the system would not be material until, if ever, the 
orders were universally employ ed in settleme nt of debts. In the interim period, 
at least, trouble might arise both in customer’s offices and banks from failure 
of the parties concerned to distinguish between cheques requiring endorsement 
and the new form of order. Any attempt to insist upon a standard special 
colour and/or size for the new order would meet with objection from some 
customers, but certain distinguishing features would be essential at the outset. 
The advantages of the new order would be lost to the banker if such instru- 
ments were used by only about half their current account customers. Com- 
plications and risks arising from handling daily a wider variety of instruments 
would limit (if not eradicate entirely) any saving in time or costs to the banker 
and probably cause inconvenience to customers. It is doubtful whether the 
scheme would be immediately acceptable throughout the business world and 
many years would elapse before any real advantage accrued to the banks. 

Is there, in any case, any real demand for such an instrument from trading 

customers—a demand requiring bankers, despite the disadvantages noted 
above, to introduce a non-transferable order in the interests of the business 
community ? If the exigencies of modern business demand avoidance of the 
need for endorsements, the remedy surely rests with the customers of the 
banks. On the one hand, they can utilize much more extensively the traders’ 
credit system which prov ides a che aper and safer means of payment without 
any trouble whatsoever to the payee, let alone the need for endorsement. 
[he general adoption of this scheme between business houses would save 
much more time and expense than the use of a non-transferable order, payment 
of which cannot be assured until after its presentation to the drawee bank. 
On the other hand, those who regularly receive remittances from private or 
smaller trading debtors can by suitable direction printed boldly in the invoices 
or accounts call upon them to issue cheques drawn payable to bearer and 
crossed “ account payee only ”’ with the addition of the name and branch of 
their banker. This provides full protection in practice and obviates the need 
for an endorsement. Granted it results in the issue of an ambiguous instru- 
ment, but it serves its purpose without undue inconvenience to the banker. 
Of course, regular payments should always be made by standing instructions 
through banking channels without recourse to any cheque or order. A com- 
bination of these three methods of payment would considerably reduce the 
time and cost of endorsements. 
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If, however, the banks were to consider it desirable to proceed with the 
scheme, the form of any new order would naturally require deep consideration 
by legal experts. So far as can be envisaged, the proposal would not be likely 
to encounter serious opposition on legal grounds ; but a few points deserve to 
be made here about the form of the order. It has been suggested that if the 
instrument were crossed, as it would certainly have to be, both the paying 
and collecting bankers could seek statutory protection against conversion 
from Section 17 of the Revenue Act, 1883—always provided it could be estab- 
lished that av oidance of an endorsement does not constitute negligence. Much 
depends on the form of order but both the paying and collecting banker will 
naturally wish to retain as much statutory protection as possible against the 
risks of conversion ; and the collecting banker will wish to retain his right in 
proper circumstances of suing upon the instrument as a holder for value. 
Absence of an endorsement must not, therefore, amount either to negligence 
under Section 82 or to payment out of the ordinary course of business under 
Section 60, nor must it prevent the banker from being a holder for value. The 
accepted practice of bankers in relation to such instruments would no doubt 
suffice to dispose of these particular questions of negligence and payment in 
the ordinary course of business ; but to enable a banker to be a holder of a 
unendorsed instrument some amendment of statute would be necessary. 

Two alternative forms of order merit examination. First, a non-trans- 
ferable crossed cheque, drawn in favour of named payee “ only’, might be 
used. This is, of course, legally possible to-day but it requires endorsement 
of the payee before payment. Acceptance without endorsement would have to 
be covered by suitable amendment of the law. Secondly, an entirely new form 
of order was suggested by the writer of the article in the July issue of THE 
BANKER (see especially page 25). This order was expressed as payable to 
“the banker presenting this order for account only of (name of payee) ’’, it was 
marked ‘‘ non-transferable ’’, and stated on its face that no endorsement was 
required. Instruments of this sort would not be cheques but might come 
within the provisions of Section 17 of the Revenue Act, 1883, if absence of an 
endorsement proved no hindrance. In any event there is nothing at law to 
prevent the introduction of such an instrument at the request of a customer 
against suitable indemnity. Trouble might, however, arise when the proceeds 
of an order were converted, as in that event the collecting banker would have 
no statutory defence. Moreover, a bill or cheque does not operate in England 
as an assignment of funds in the hands of the drawee available for the payment 
thereof and, for obvious reasons, any new order would have to have the same 
attribute. On the whole, therefore, amendment of the law to cover the use of 
such instruments and protect the banker would be the most satisfactory 
solution if current congestion of fresh legislation would permit. 

In view, however, of the alternative means already available to those who 
wish to avoid endorsement and in view, too, of the cost and trouble of intro- 
ducing a scheme which may be unacceptable to many customers, the con- 
clusion seems unavoidable that it is not incumbent upon the banker to take the 
initiative at this stage, particularly as it is very doubtful whether any real 
benefit would ultimately accrue to the business and banking world. Ample 
eficient means of payment through banking channels are available to customers 
without further complicating the already complex business of the banker. 
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Financial System and Capital Problems 
By Major J. M. Sinclair 


(Minister of Finance for Northern Ireland) 

ECENT events in the political sphere, with which this article is not con- 

cerned, have been welcomed in Northern Ireland since they have focused 

attention on this part of the United Kingdom and have thus tended to 
dispel a great deal of misunderstanding about its constitutional and financial 
position. It might reasonably have been thought that the inclusion of Northern 
[reland with Great Britain in the official designation of the United Kingdom 
would by now have made it unnecessary to emphasize that the term “ [reland”’ 
by itse lf | has since 1922 ceased to have any other than a merely geographical 
meaning. This emphasis is, however, necessary because the term is often 
loosely app lied in Great Britain to the neighbouring Irish Republic, which used 
to be, and frequently still is, known as Eire. Any misconception on this point 
is particularly unfortunate, because of the demarcation which exists between 
the two areas not only in a political sense but also in economic, industrial and 
financial matters 
It should be made clear, of course, that Northern Ireland, in common with 
the rest of the United Kingdom, is anxious to see its neighbour prosperous 


But apart from differences of race, language, interests and ideals between the 
two areas, and apart from the fact that the codes of law and ways of life tend 
continually to greatet ergence, the difference in the financial arrangements, 
and, in particular, the existence of a stringent Customs barrier set up by Eire 
against the United Kingdom, render any theoretical association quite illogical 
for the purposes of financial study. Many of the principal factors which 


must be taken into account in an examination of economic, social and financial 


1 


trends in the two areas present marked contrasts. For example, Northern 
[reland has idily increasing population of relatively high density and 
se st equal division between urban and rural areas ; an expanding agricul- 

iral output ; a high degree of industrialization ; a considerable volume of 
overseas teaile ; a relatively large taxable capacity and high taxation ; an 
unbroken series of balanced budgets ; and widely organised social services 
operated in parity with those in Great Britain. 

Northern Ireland has recently been described by an Eire Minister as the 
one solvent area of the British Islands, and while in Ulster itself this tribute is 
accepted with the underlying realization that the inextricable nature of United 
Kingdom finance makes the prosperity of the Kingdom indivisible, and with 
the qualification that factors such as overseas trade may deteriorate under 
the stress of world conditions, it remains true that Ulster, regarded as a 
separate unit, is in a favourable position. For example, its exports to hard 
currency countries represent a value per head of its population which is 
reckoned to be well in excess of that for the Kingdom as a whole. It is also an 


i stLf 


uni 
ligl 
we: 
eac 
ho 
Th 
mo 
Ex 
not 
to. 
tax 


Ser 


194 


pay 
Fir 
we 
rev 
ind 
ma 
TeV 


Ex 


pel 
chi 


cor 





al 
n 


d 


nm 


eS 





NORTHERN IRELAND: FINANCIAL SYSTEM 193 








asset to the United Kingdom on strategic grounds and as a reservoir of essential] 
food supplies, since its citizens accept the common rationing standards of the 
Kingdom and export substantial quantities of food to Great Britain. 

These facts would of themselves make clear Ulster’s value as a constituent 
unit of the United Kingdom. When we come to consider the position in the 
light of purely Government finance, it will be allowed that if the Kingdom 
were subdivided into a number of relatively small areas, it does not follow that 
each such area could balance a budget of revenue and expenditure. This, 
however, has been successfully accomplished in Northern Ireland since 1921. 
The recent interest displayed in Ulster’s affairs has made it a matter of much 
more common knowle oias that the item “‘ Payments to Northern Ireland 
Exchequer ”’ which appears in the United Kingdom Exchequer Accounts does 
not represent some form of subsidy (a misapprehension which has been known 
to exist), but the return to Northern Ireland of a portion only of the Imperial 
taxation imposed on the Ulster people at the same rates as apply in Great 
Britain, after deduction in full by the Treasury of the cost of certain “ Reserved 
Services ’’ and of a contribution to ‘‘ Imperial Services’. The nature of these 


TABLE I] 
TOTAL NORTHERN IRELAND REVENUES 
Reserved Special Transferred 
Taxation Payments Taxation : Total 
(U.K from U.K. (N.1. N.1. 
E xcheque r) Exchequer Exchequer) Revenue 
£000s % {000s % £000 % {ooos 
Pre-war average (to 
1939-40) - a 9,160 70 1,176 9 2,722 21 13,058 
War-time average 
(1940-41 to 1945-46) 39,951 8&5 2,784 6 4,345 9 47,080 
1946-47. . ae i 48,016 8&8 1,000 2 5,277 10 54,293 
1947-48. . : 49,946 86 2,200 4 5,009 10 58,115 
1948-49 (prov isional) . ~» 52,585 8&5 2,811 4 6,520 11 61,922 
1949-50 (estimated) .. 55,445 86 3,600 5 6,05 2 9 65,057 


payments is in fact set out in appropriate footnotes in the Chancellor's annual 
Financial Statement and in the Finance Accounts of the United Kingdom, as 
well as in Northern Ireland official publications. Taxation imposed and 
revenues raised directly by the Government of Northern Ireland amount, 
indeed, to only about ro per cent. of its total revenue at present. The approxi- 
mate amounts and proportions of the several sources of Northern Ireland’s 
revenue to its total revenue are set out in Table I. 

The receipts described as Special Payments from the United Kingdom 
Exchequer, which form a small proportion of Northern Ireland revenues, 
perhaps need some explanation. They represent payments which have been 
charged on that Exchequer by enactments of the Imperial Parliament, and 
comprise : 


1. Inaugural expenses (including the provision of public buildings) on the setting-up 
of a separate Northern Ireland administration ; 

2. War-time services delegated by the Imperial Government (for which the Ulster 
Government was precluded constitutionally from a direct assumption of 
liability) ; and 

3. Payments under social services reinsurance agreements by which the costs of 
certain social services, maintained in parity throughout the United Kingdom, 
are mutually reinsured between the two Exchequers. 
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The levying of Customs and Excise duties, or any tax on capital, income 
or profits (including Income Tax, Surtax and Profits Taxes) is outside the 
statutory powers of Northern Ireland, and it will be evident therefore that the 
main sources of its revenue are under the control of the Imperial Parliament. 
The disposal of this taxation is indicated in Table If. The figures show that in 
the pre-war years an average of 40 per cent. of the reserved revenues was 

‘tained in the United Kingdom Exchequer (a proportion which rose to as 
much as 80 per cent. during the war years). 

The deduction made for the cost of the “‘ Reserved Services "’ represents the 
expenses of Imperial departments in Ulster and pre-1g21 liabilities, such as 


TABLE IIT 
DISPOSAL OF NORTHERN IRELAND RESERVED REVENUES 
Total RETAINED IN U.K. EXCHEQUER 
Collected Cost of Paid to 
in U.K. Reserved Imperial N.I, 
Exchequer Services Contribution Exchequer 
£o00s £0008 % £0008 % £0008 ¥ 
Pre-war average (to 
1939-40) ; ), 160 2,042 22 1,689 18 5.429 60 
War-time average 
(1940-41 to 1945-46) 39,9051 3,074 8 27,108 68 9,709 24 
1946-47.. , 18,016 3,502 y 4 22,500 47 21,954 $5 
1947-48.. a 49,940 3,835 8 22,500 45 23,6011 47 
1948-49 (provisional) 52,585 4,071 8 21,500 gi 27,014 51 
1949-50 (estimated) .. 55.445 4,301 8 20,000 36 31,144 856 


superannuation and land purchase. The Imperial Contribution, on the other 
hand, represents the remainder in the United Kingdom Exchequer, after the 
cost of Reserved Services has been allowed for in full, and the Northern 
Ireland share has been paid over by the Imperial Exchequer. The latter 
amount, known as the Residuary Share of Reserved Taxes, is the amount 
which the Ulster Government requires, together with its relatively small 
revenues from other sources, to pay for the cost of the “‘ Transferred Services ” 
under its direct administration. The allocation of the gross Reserved Revenues 
among these three constituents is determined by a statutory Joint Exchequer 
Board, cor nsisting of a neutral Chairman appointed by the Crown, with repre- 
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sentatives appointed by the Treasury and the Ministry of Finance for Northern 
[reland ; in practice, the harmonious relations which exist between the 
[mperial Treasury and the Northern Ireland Ministry of Finance make the 
proceedings of the Board non-contentious. 

The Northern Ireland Imperial Contribution represents the effort of Ulster, 
as a small part of the Kingdom, to find its share of United Kingdom Imperial 
expenditure (as distinct from those services which are administered separately 
in Great Britain and in Northern Ireland) including the Crown, Defence and 
war expenditure, Colonial and overseas services (including trade), and the 
National Debt. While the amount has been small in some years of depression, 
there never has been failure to make an annual Contribution, and the tables 
show the proportions of Northern Ireland revenue so represented. The total 
amount finally determined from 1921 to March 31, 1948, is £239,737,000, and 
the maximum Contribution in a single year was £36,300,000, for 1944-45. 

The revenue and expenditure position is summed up in Table III, 
which shows the disposal of Northern Ireland’s total revenues (the constituents 
of which are set out in Table I). These figures indicate the strength and 
resilience of Northern Ireland finances, and show that while meeting the 


TaBLE III 
DISPOSAL OF NORTHERN IRELAND TOTAL REVENUES 
Total UNITED KINGDOM SERVICES 
Collected Mi. 
in U.K. ‘ Reserved ' Imperial “ Trans- 
and N.I. Services Contribution ferred *’ 
Exchequers Services 
— fooos _% fooos  % fooos % 
Pre-war average (to 
1939-40) ne 13,058 2,042 16 1,689 I3 e447 6-78 
War-time average 
(1940-41 to 1945-46) 17,080 3,074 > 27,108 38 16,898 36 
1940-47. i 54,293 3,502 d 22,500 42 28,231 52 
1947-48. . 58,115 3,835 6 22,500 39 31,780 54 
1948-49 (prov isional) 61,922 4,071 6 21,500 35 30,351 59 
1949-50 (estimated) 65,057 4,301 6 20,000 3 40,750 63 


current cost of its local services, Ulster has borne its share of United Kingdom 
and Imperial burdens. 

When we turn to a different sphere of finance and examine the question 
of capital investment, it will be evident that special problems are presented 
in Northern Ireland which in their local importance are greater even than those 
which confront the United Kingdom as a whole. As British citizens, Ulster 


people are subject to the same taxation as in Great Britain and to the common 


restrictions, impositions and frustrations which the post-war era has brought 
about ; they have the same problems of extensive war damage and a con- 
siderable back-log of industrial re-equipment to be made good ; their « ‘xternal 
trade, which, as already explained, is relatively more favourable when con- 
sidered by itself, merges in the nation’s balance : and they must bear thei: 


share of the burden of the National Debt. But Northern Ireland is faced with 
special difficulties of its own. These are the existence of a considerable leeway 
behind the standards of public and social services as they exist in Great Britain, 
a general inadequacy of capital expenditure, and, apart from the problems of 
capital re-equipment for existing industries, the need for a greater diversifica- 
tion of industry. 

When the first Ulster Government took over responsibility for local adminis- 
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tration in 1921 it inherited a substantial legacy of backward services, particv- 
iarly an inadequacy of buildings such as schools, universities, hospitals, housing 
schemes and public institutions generally, and of essential services such as 
electricity, transport and water supplies. Furthermore, it took over just as 
the short-lived boom following the first World War was changing to the 
depression which continued, with some remission in the late ‘twenties, into the 
early ‘thirties. In its early years the Government was also faced with the 
disturbed state of Ireland and the necessity for special measures and excep- 
tional expenditure for the preservation of lives and property from riot and 
civil commotion. In the years of slump the chief industries of Northern Ireland 
—linen manufacture, shipbuilding, farming and engineering—were particularly 
vulnerable to world-wide conditions of depression. ; 

All these factors operated against the Government’s efforts to make good 
the leeway, and a steady climb in prosperity and essential development was 
further postponed by the effects of the recent war, when Northern Ireland 
suffered to the full all the disturbances to the economy of the United Kingdom 
which this entailed, including extensive damage by enemy action. 

It must not be inferred from these many adverse circumstances that no 
social development occurred. It has been noted already that, as a corollary 
to common standards of taxation with Great Britain, financial parity is the 
rule in the administration of the various social services. The leeway which 
remains in the standards of these services is a legacy of many years and has 
been specially aggravated by a combination of circumstances ; moreover, it 
relates almost wholly to a deficiency of capital expenditure on buildings and 
equipment. Improvements have been made in housing, educational services, 
electricity, transport, water and sewerage schemes, health services, roads and 
assistance to industrial development, but the fact remains that much needs 
still to be done to attain that parity with Great Britain which is regarded in 
Ulster, and has been fully recognized by United Kingdom Governments of all 

political complexions, as a sine gia non of common British citizenship. 

With a capital construction programme before Ulster which will take many 
years to complete, it is necessary to take a realistic view of the possibilities of 
achievement against the background of the total capital investment poten- 
tialities of the Kingdom. In the recent United Kingdom Economic Survey a 
hgure of {27 millions represented Northern Ireland capital investment pro- 
posals for 1949. The principal items making up this total are: housing, {15 
millions ; industrial building, £4} millions ; agriculture, £2 millions ; health 
services, including water supplies and sewerage, £2 millions ; and transport, 
education and miscellaneous services, £3} millions. These figures include, of 
course, both public and private capital expenditure. The amounts envisaged 
for the next few years would fully maintain, if not increase, this level of outlay. 

It is recognized in Ulster, however, that the prosperity and progress of this 
smali but vital part of the ne erage are linked for better or worse with the 





fortunes of the United Kingdom and British Empire. Northern Ireland 1s 
content with this position, with all { that it implies. Within this general frame- 
ork, Ulster’s financial position is sound. This is clearly evidk nced by the 


acts that it has no borrowings or capital liabilities related to past deficits or 
itangible assets, that very substantial capital expenditure has been met out 
of revenue asit arose, and that considerable reserves have already been provided 


against future capital commitments. 
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Ulster Farmers and the Economic Crisis 
By Robert Moore 


(Minister of Agriculture for Northern Ireland) 


NCE again farmers have been reminded of the vital part they have to 
O)piey in helping the nation at this time of mounting economic difficulties. 

In whatever steps may be necessary to enable us to weather the storm 
the farmers of Northern Ireland stand solidly beside their brethren in the rest 
fthe United Kingdom. 

In the Agricultural Expansion Programme announced in 1947, Northern 
Ireland, in common with the rest of the United Kingdom, was given certain 
production targets for 1952-53. In view of our climate and conditions in 
Northern Ireland the main job allotted to us was that of increasing our output 
of livestock and livestock products. Our objective is to build up production 
0 that by 1952-53 we shall have achieved an annual output of 115 million 
gallons of milk, 85,000 tons of beef and mutton, 50,000 tons of pig-meat, and 
§o million dozens of eggs. It will be conceded that for an area so small as 
Northern Ireland, with its preponderance of small holdings—8o per cent. of 
the farms are 50 acres or less—these targets represent a pretty formidable 
task. Yet, in every case, progress to date has been most heartening. 

Production of milk has increased at such a rate that the 1952-53 target 
may be reached this year, two years ahead of schedule. Total production was 
113 million gallons in 1948-49, an increase of 10 million gallons over 1946-47, 
the year in which the targets were set, and of 7 million gallons over 1947-48. 
This suggests that we have not yet reached the peak. 

Ulster’s egg production in 1948-49 was 74 million dozen compared with 
43 million dozen ten years ago, and 60 million dozen in 1946-47. Here again 
there is a reasonable chance that the 1952-53 target of 80 million dozens of 
ggs will be attained in 1949-50. The poultry population has been steadily 
increasing. On January 1 last there were almost 19 per cent. more poultry in 
cig Ireland than at the beginning of 1948, and 70 per cent. more than 
in19g39. This means not only more eggs but a considerably increased production 
of table poultry. 

There has also been a fair improvement in the meat position, especially in 
pig-meat, mutton and lamb. Production of pig-meat in 1948-49 rose to 343,000 
wt., an increase of some 20 per cent. over the 1947-48 figure of 287,000 cwt. 
Earlier articles in THE BANKER have described how our pig and bacon industry 
was hit by the war, with its restriction on imported feeding stuffs. The number 
of pigs in the country fell from 627,125 in 1939 to 236,975 in 1944. It has 
recovered somewhat in the past four or five years and the latest census figures 
show an encouraging increase over the previous year, especially in the number 
of breeding sows. Northern Ireland also produced 95,000 cwt. of mutton and 
lamb in 1948-49, as compared with 75,000 cwt. in the previous year. If this 
trend continues, the 1952-53 target may well be reached during the 1949-50 
season, or at least well ahead of schedule. Sheep also suffered severely during 
the war, and the blizzard of 1947 reduced the numbers still further, but here 
again we are on the upward path. 

Beef, of course, cannot be expected to increase with the same rapidity as 

















19 == «THE ~ BANKER 





tration in 1921 it inherited a substantial legacy of backward services, particv- 
larly an inadequacy of buildings such as schools, universities, hospitals, housing 
schemes and public institutions generally, and of essential services such as 
electricity, transport and water supplies. Furthermore, it took over just as 
the short-lived boom following the first World War was changing to the 
depression which continued, with some remission in the late ‘twenties, into the 
early ‘thirties. In its early years the Government was also faced with the 
disturbed state of Ireland and the necessity for special measures and e xcep- 
tional expenditure for the preservation of lives and property from riot and 
civil commotion. In the years of slump the chief industries of Northern Ireland 
—linen manufacture, shipbuilding, farming and engineering—were particularly 
vulnerable to world-wide conditions of depre ssion. 

All these factors operated against the Government's efforts to make good 
the leeway, and a steady climb in prosperity and essential development was 
further postponed by the effects of the recent war, when Northern Ireland 
suffered to the full all the disturbances to the economy of the United Kingdom 
which this entailed, including extensive damage by enemy action. 

It must not be inferred from these many adverse circumstances that no 
social development occurred. It has been noted already that, as a corollary 
to common standards of taxation with Great Britain, financial parity is the 
rule in the administration of the various social services. The leeway which 
remains in the standards of these services is a legacy of many years and has 
been specially aggravated by a combination of circumstances ; moreover, it 
relates almost wholly to a deficiency of capital expenditure on buildings and 
equipment. Improvements have been made in housing, educational services, 
electricity, transport, water and sewerage schemes, health services, roads and 
assistance to industrial development, but the fact remains that much needs 
still to be done to attain that parity with Great Britain which is regarded in 
Ulster, and has been fully recognized by United Kingdom Governments of all 
political complexions, as a ste gua non of common British citizenship. 

With a capital construction programme before Ulster which will take many 

ears to complete, it is necessary to take a realistic view of the possibilities of 
ter nt against the background of the total capital investment poten- 
tialities of the Kingdom. In the recent United Kingdom Economic Survey a 
hgure of {27 millions represented Northern Ireland capital investment pro- 
posals for 1949. The principal items making up this total are : housing, {15 
millions ; industrial building, £44 millions ; agriculture, £2 millions ; health 
services, including water supplies and sewerage, {2 millions ; and transport, 
education and miscellaneous services, £3} millions. These figures include, of 
ourse, both public and private capital expenditure. The amounts envisaged 
for the next few years would fully maintain, if not increase, this level of outlay. 

It is recognized in Ulster, however, that the prosperity and progress of this 
small but vital part of the Kingdom are linked for better or worse with the 
fortunes of the United Kingdom and British Empire. Northern Ireland 1s 
content a. this position, with all that it implies. Within this general frame- 

ork, Ulster’s financial position is sound. This is clearly valens -d by the 
facts that it has no borrowings or capital liabilities related to past deficits or 
intangible assets, that very substantial capital expenditure has been met out 
f revenue asit arose, and that considerable reserves have already been provided 





against future capital commitments. 
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Ulster Farmers and the Economic Crisis 
By Robert Moore 


(Minister of Agriculture for Northern Ireland 


NCE again farmers have been reminded of the vital part they have to 

play in helping the nation at this time of mounting economic difficulties. 

In whatever steps may be necessary to enable us to weather the storm 
the farmers of Northern Ire land stand solidly beside their brethren in the rest 
of the United Kingdom. 

In the Agricultural Expansion Programme announced in 1947, Northern 
Ireland, in common with the rest of the United Kingdom, was given certain 
production targets for 1952-53. In view of our climate and conditions in 
Northern Ireland the main job allotted to us was that of increasing our output 
of livestock and livestock products. Our objective is to build up production 
so that by 1952-53 we shall have achieved an annual output of 115 million 
gallons of milk, 85,000 tons of beef and mutton, 50,000 tons of pig-meat, and 
So million yr seteg of eggs. It will be conceded that for an area so small as 
Northern Ireland, with its preponderance of small holdings—8o per cent. of 
the farms are 50 acres or less—these targets represent a pretty formidable 
task. Yet, in every case, progress to date has been most hearte ning. 

Production of milk has increased at such a rate that the 1952-53 target 
may be reached this year, two years ahead of schedule. Total production was 
113 million galions in 1948-49, an increase of 10 million gallons over 1946-47, 
the year in which the targets were set, and of 7 million gallons over 1947-48. 
This suggests that we have not yet reached the peak. 

Ulster’s egg production in 1948-49 was 74 million dozen compared with 
43 million dozen ten years ago, and 60 million dozen in 1946-47. Here again 
there is a reasonable chance that the 1952-53 target of 80 million dozens of 
eggs will be attained in 1949-50. The poultry population has been steadily 
increasing. On January 1 last there were almost 19 per cent. more poultry in 
Northern Ireland than at the beginning of 1948, and 70 per cent. more than 
in 1939. This means not only more eggs but a considerably increased production 
of table poultry. 

There has also been a fair improvement in the meat position, especially in 
pig-meat, mutton and lamb. Production of pig-meat in 1948-49 rose to 343,000 
cwt., an increase of some 20 per cent. over the 1947-48 figure of 287,000 cwt. 
Earlier articles in THE BANKER have described how our pig and bacon industry 
was hit by the war, with its restriction on imported feeding stuffs. The number 
of pigs in the country fell from 627,125 in 1939 to 236,975 in 1944. It has 
recovered somewhat in the past four or five years and the latest census figures 
show an encouraging increase over the previous year, especially in the number 
of breeding sows. Northern Ireland also produced 95,000 cwt. of mutton and 
lamb in 1948-49, as compared with 75,000 cwt. in the previous year. If this 
trend continues, the 1952-53 target may well be reached during the 1949-50 
season, or at least well ahead of schedule. Sheep also suffered severely during 
the war, and the blizzard of 1947 reduced the numbers still further, but here 
again we are on the upward path. 

Beef, of course, cannot be expected to increase with the same rapidity as 
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her product ut here, too, the expansion is encouraging and our productior 
amounted to 1,289,000 cwt. in I 43-49. The fast February Review of prices 
aid special emphasis on beef, and the recent change in the Calf Rearing Subsidy 
vhereby {£5 is paid for every steer calf reared, compared with {2 for a heifer 
uf, should also be of material assistance. It must, however, be clear that the 

ry considerable expansion in milk production, to which I have referred 
vst inevitably have some retarding effect on our efforts to increase our 


sutput of bee 

[nlast year’s article tn THE BANKER it was explained how Northern Ireland 
with her population submitting to a system of rationing which, except in the 
case of milk, is almost identical to that in force in Great Britain, ships all her 
urplus agricultural produce to Great Britain once she has satisfied her own 
ration entitlements. Shipments to Great Britain in 1948-49 showed a sub- 
stantial increase on those for 1947-48. To cite the chief items : shipments of 
liquid or processed milk rose from 14,800,000 gallons to 18,600,000 gallons 
hipments rose from 26 million dozen to 32 million, representing 43 per 


cent. of our entire production ; bacon and ham shipments were 131,000 cwt 


55> 


gainst 89,000 cwt. ; poultry shipments, 140,000 cwt., against 116,000 ewi 
neat Ship! nt vere 752,000 CWl., against 742,000 vt. 

In additi oO livestock and livestock products we also shipped large 
juantities I ware potatoes, while demand f vir certified seed potatoes 
ecomMeEs increasingly kee nN. During tne ason just ‘lose d we shipped about 
61.000 to this seed. Finally some 520,000 ewt. of canned and quick 
rozen food was shipped. 

These concrete facts show that Northern [treland farmers are making a 
‘ry real response to the Government’s appeal. Indeed, the main complaint 
f farmers here is that, if only imported feeding stuffs were a little more readily 
wailable, we could do even more towards giving the housewives of Great 
Britain the better supplies of milk, meat, bacon and eggs they so ardently 
desire. Failing more imported feeding stufis—and Mr. Tom Williams’ recent 
broadcast shows how foolish it would be to count on such an increase—we hav 
turned to grass and silage. In my view here is a field capable of immense 


development. An increasing number of farmers in Northern Ireland are 
devoting their attention to the improvement and better management of their 
pastures. A tour round County Down or County Antrim will show grasslands 
improved almost out of recognition. Good progress is being made in the drive 
for grass conservation. Although our farmers at first were slow to be convinced 
of the value of silage, whatever prejudices they may have entertained are being 
steadily overcome, and this year more silage is being produced than ever before. 
Of course, few farms of 30 acres or less can afford elaborate structures of con- 
crete or other materials ; but our farmers have realized that excellent results 
may be obtained with a well-constructed pit silo. This coming winter will 
find many of them in a much better position to maintain increased numbers ol 
livestock of all descriptions, because, of course, silage fed to cattle releases 
feeding stuffs of other descriptions for pigs and poultry. We also have made a 
good start with grass drying and at the moment we have three large drying 
plants in production. It is hardly necessary to say that the size of most of our 
farms makes farm dryers an uneconomic proposition, but we have made good 
use of these where suitable. More and more of our farmers, especially the 
young farmers on whom so much of the future depends, are showing an inquiring 
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urn of mind about the value and cost of the finished product. I am convince 


that grass conservation must play a very large part in the future of Ulster 


wriculture, for we can produce grass of the finest quality. Our farmers will 
yt be slow to learn how to make the best use of it. 


[he shortage of coarse grains has caused a certain amount of perturbation 
England lately. Northern Ireland, however, is not a wheat producing area. 


We grew some 4,400 acres of the crop in 1948 but by far the greater part of 


ir land is not suitable for wheat production, and generally speaking we can 
nake no very effective contribution to the national pool by way of bread 
vrains. As I have already shown, our main contribution is by way of livestock 
ind livestock products. But it is our objective to produce from our own 
soil as much of the coarse grains required for this livestock expansion as is 
practicable. For 1949 we continued the arrangement in force during and since 
ve war whereby we have a compulsory tillage quota for the whole area of 
Northern Ireland with the exception of certain marginal land areas in Counties 





Fermanagh and Tyrone. Under our Tillage Order 30 per cent. of the arable 
und on every holding had to be ploughed and cropped this year. On this 
the two main crops are oats and potatoes. The figures for the June 
! Census are not yet available, but it is safe to say that crop pro- 
tion ha t fallen far, if at all, short of the targets set for it. 
As for the future, I feel sure that if strikes and go-slow movements were to 
‘ase and a new sense of urgency and increased tempo of effort put in their 
place amongst the great industrial and other non-agricultural sections of the 
population, then a certain feeling of futility, to which expression is sometimes 
riven by farmers and their workers, would be removed and targets would be 
it only | but in many instances substantially surpassed. 


Shadow over the Shipyards 
By po E. Sayers 


HE state of high activity which has continued uninterruptedly since ship- 
building at Belfast was last reviewed in THE BANKER two years ago now 
barely disguises the change in the outlook foreshadowed at that time. 


The industry, as in the rest of the United Kingdom, is reaching the end of the 
post-war phase and the indications are that the extreme pressure on the yards 
that has lasted since 1939 is at last about to subside. The giant Harland and 
Wolff group to-day has on its order-book only a comparatively small reserve 
{ oil tankers on which to commence construction and, in the absence of new 
orders, next year must bring a sharp decline in production. 

The group’s yards and engineering works form such a basic part of Northern 
[reland’s economy that this downward turn will bring many problems. But, 
technically and financially, the industry at Belfast is well placed to face a 
recession that is now coming to be regarded as inevitable. 

As in most other branches of British industry to-day, a great deal depends 
on the level of costs. Sir Frederick Rebbeck, Harland and Wolff’s chairman 
and managing director, is firm in the opinion that shipowners would be ready 
to resume their building programmes if costs could be brought down. His view 

is based on the large number of merchant ships, from passenger liners down- 
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wards, which are obsolescent by customary standards but which are being 
operated because of the high price of new tonnage. It is known that several] 
shipowners accustomed to build at Belfast are prepared to place contracts 
but are prevented by conditions now prevailing throughout the shipbuilding 
industry. They are being obliged to wait for lower estimates, fixed margins 
and firm dates for delivery. Although the industry may soon be able to meet 
this last requirement, it is doubtful whe ther any substantial reduction in costs 
can be effected in the immediate future. To the extent that this factor is 
within the control of the managements in the shipyards it has been tackled 
vigorously ; every endeavour has been made to effect economies and eliminat 
delays. But the cost of raw materials and components has hardly yet ceased 
to rise, and uncertainties in supply have also contributed to the admittedly 
abnormal price of finished vessels. It looks as if the industry will have to 
undergo a rather severe re-adjustment before it can settle down to proper 
peace-time working. 

The prospect of diminished output and unemployment among many skilled 
men is all the more gloomy because it strikes an unhappy contrast with the 
immense achievements of the Belfast shipyards during the past ten years. 
rhe large war-time production has been followed by four years of intensive 
merchant shipbuilding that have helped to restore British shipping and to 
serve the export drive both directly and indirectly. The output of the there 
post-war years can be summarized thus : 


1946 15 ships of 154,948 tons and 288,290 I.H.P. 
1947 - 12 ships of 148,882 tons and 240,900 I.H.P. 
1948 - 13 ships of 102,289 tons and 108,100 I.H.P. 


The figures for 1948 do not include the aircraft carrier Bulwark. For the 
current year eight — of about 70,000 tons have been launched and it is 
expecte ‘d that the < gregate will again exceed 100,000 tons. 

In terms of total a sed the present position in the yards is not unfavour- 
able. There were under construction or on order on June 30 some thirty 
vessels of 330,000 tons. But there has been a sharp deterioration in all orders 
beyond the oil tanker class. The Bloemfontetn Castle (17,000 tons), launched 
at the end of August, is the last passenger liner on order and it is possible that 

by the end of the year only two cargo and passenger liners of medium tonnage 
and a whale factory ship will be left to represent non-tanker tonnage on th 

stocks. For an establishment de signed and staffed to handle large passenger 
and cargo liners, this falling off causes a serious loss of balance. This is felt 
most by the fitting-out trades which so far have been fully engaged on a heavy 

programme of liner reconversions now also coming to a halt. 

Yet, if steel had not been in short supply since the war, the post-war 
demand would have been overtaken even more rapidly, so that the slowing-up 
now would have been even more apparent. For some time it has been possible 
to employ only twelve or thirteen of the eighteen building berths in the port 
and already unemployment has been experienced in the “ black squads” 
responsible for the construction of hulls. The limitation imposed on planning 
and production by this and other shortages has inevitably had its effect on 
costs—partly because the yards were running below capacity, partly because 
of the de lays and other frictions and partly because of the expedients adopted 
to mitigate these difficulties. Harland and Wolff, it may be noted, incense 
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produced many types of fittings which were holding up the delivery of new ships. 

The past two years have seen the completion of several notable vessels, the 
Union Castle steamships Edinburgh Castle and Pretoria Castle (28,500 tons), 
two of the largest liners built in Belfast since the war ; the Royal Mail liner 
Magdalena (17,700 tons), unhappily wrecked on her maiden voyage ; and the 
Norwegian whale factory ship Thorshavet. Cargo-liners, short-sea passenger 
and cargo vessels and oil tankers have been numerous and the export trade 
has gained by other orders from Holland, India and Argentina. 

Apart from the Bloemfontein Castle, the principal vessels now building are 
three cargo liners of 11,500 tons for Alfred Holt and Co., which has placed 
contracts for six ships since its return to Belfast after the war, and two cargo 
steamships of 13,000 tons each for Shaw, Savill and Albion. The whale factory 
ship still on the stocks is the Juan Peron (32,000 tons deadweight) for the 
( ompania de Pesca, of Argentina, the largest of her kind in the world. 

For four years a considerable labour force has been engaged in the recon- 
ditioning of passenger liners. Most of the Union Castle Company’s passenger 
fleet has already been dealt with and only on the Winchester Castle and 
Carnarvon Castle is work still under way. One of these is about to return to 
service and will be followed by the P. and O. liner Strathnaver, so that this 
valuable branch of the industry also faces a slackening in its activity. The Port 
Victor is now completing reconstruction as a cargo liner after serving as an 
auxiliary aircraft carrier and the Union Castle liner Arundel Castle is understood 
to be the only other vessel yet to be taken in hand. 

Together with its very substantial volume of merchant tonnage, the 
Queen’s Island has also undertaken an important carry-over of war-time naval 
work. The light fleet aircraft carrier Magnificent was delivered to the Royal 
Canadian Navy in 1948 and three larger carriers are now at the fitting-out 
wharves, the Eagle, the biggest yet designed for the Navy, the Centaur and 

1e Bulwark. The Eagle is due to be commissioned next year but work on the 
others will continue for some time. The Harland and Wolff group has estab- 
lished itself as leaders in the building of this now pre-eminent type of warship. 
[t remains on the Admiralty’s list of contractors instead of reverting, as it did 
after the first World War, sole ly to merchant tonnage. 

The engine works at Belfast, in addition to powering all the craft built 
locally, have constructed engines for ships in other yards and a large number of 
installations for land purposes, including the pumping machinery for a new 
oil pipeline in the Middle East. The structural steel department is also engaged 

n the framework of many of the new factories and public buildings now being 
erected in Northern [reland. 

Viewed realistically, the short-term prospects of this great industry must 
frankly give cause for concern. The inquiries made during the past year have 
not promised a sufficient continuity of work beyond 1950. Belfast shares with 
shipbuilding centres in Great Britain a keen anxiety about the means by which 
British and foreign owners can be induced to re-enter the market. This is, 
perhaps, only one aspect of the fundamental economic problem confronting the 
United Kingdom as a whole. But the point must be stressed that there has 
been no technical failure on the part of the Queen’s Island itself. The estab- 
lishment has never been a more complete instrument, its tradition of skilled 
and up-to-date craftsmanship is undiminished and its products retain an 
international reputation. 











202 THE 34NKER 








International Sedie Review" 


Australia 
HE Prime Minister, Mr. Chifley, has announced that the Governmem 
Tas approved cuts in dollar imports but will endeavour to avoid restric- 
tions that are likely to cause serious disruption of the country’s economy, 

The adverse balance with North America increased to {10 millions sterling 
in the six months to the end of June from {0.3 million in the previous six 
months. In the twelve months to June, 1948, the adverse balance was £33.7 
millions. 

The dismissal of the appeals to the Privy Council arising from the Australian 
Banking Act of 1947, which sought to nationalize private banks, has raised 
the question of the validity of banking legislation of 1945, but a challenge 
by the banks to the earlier Act is not considered likely. The Federal Govern- 
ment has not yet announced whether it intends to pursue the question of 
nationalization. (See article on pages 183-6.) 


Brazil 

The general provisions of the Anglo-Brazilian Trade and Payments Agree- 
ment of 1948 have been extended for a further period following prolonged 
trade and monetary talks between the two countries. The 1948 agreement 
provides for the maintenance of a reasonable equilibrium in sterling payments 
in both directions at the highest possible level of trade and for the settlement 
in sterling of all trade and financial transactions between Brazil and the 
sterling area. Schedules of trade for 1949 now agreed provide for U.K. exports to 
Brazil of {30.8 millions in addition to supplies of sterling petrol and petroleum 
products to the value of £7.5 millions. Brazil's shipments to the United 
Kingdom, which will include rice for other Commonwealth countries, are 
estimated at £33.3 millions. 


Denmark 


The Minister of Commerce has stated that the sterling situation of the 
country has improved recently, with the result that it has been possible to issue 
licences for the import of additional British goods to the amount of Kr. 125 
millions in the second half of 1949. The Minister said that it was becoming 
increasingly important for Denmark to be able to use sterling for payments to 
other countries and other currency areas owing to the shrinkage in her hard 
currency earnings. 

Eire 

Official estimates put Eire’s total adverse balance of payments for 1948 at 
19.9 millions ; this was financed by drawing down sterling balances in London. 
In the previous year the adverse balance was {29.9 millions. The net favourable 
balance on invisible account was £68.9 millions in 1948, of which £33 millions 
was accounted for by net tourist receipts. The remainder came mainly from 
emigrants’ remittances and from net receipts on investment account. With 
the sterling area, Eire had a favourable balance of {12.5 millions on visible 

account and one of £19.4 millions on invisible account. 

For the first six months of 1949 there was a visible adverse balance of 


enone a - ‘ ————— 


. Other current i internationa! baiking news is discussed in “‘A Banker's Diary’’. on pages 149-154 
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36.3 millions, compared with {54.8 millions in the corresponding period of 
last year. Exports rose by {7.3 millions to {27.6 millions, while import: 
dropped by {11.2 millions to 463.9 millions. 


France 

The French African franc has been made negotiable on the Paris free 
exchange market. Imports, exports and invisible payments in U.S. dollars 
Portuguese escudos, Swiss francs, Belgian francs and Dyibuti francs on account 

f the French West and North African territories are henceforth to be settled 
by the purchase or sale of these currencies effected, as to one-half, at the 
Territory’s Exchange office at the official Paris rate for the African franc and, 
as to the remainder, at the free market rate on the day of the transaction. For 
commercial operations involving sterling and other currencies, business will be 
transacted at the Paris rate for these currencies reckoned in terms of African 
francs. 

At the same time an anomaly which gave the African franc a value of two 
metropolitan francs but fixed commercial rates for dollars and sterling at 126 
and 508 francs respectively has been removed as the result of an official decision 
to adjust these rates to harmonize with Paris cross-rates based on a value of 
two “ey ee francs for one African franc. 

The E.C.A. has agreed to release Frs. 30,000 millions from the counterpart 
fund to we the French Treasury to replenish its working funds and to 
finance Treasury bill maturities and the deficit on the railways. It is stated 
that — saving has not been up to expectations, the inflow of new money 
having proved insufficient to cover net sales of Government securities by 
busine: ss concerns needing working capital. 


Germany 

The Scientific Advisory Council of the Bizonal Financial Administration 
has recommended, as a means of overcoming the investment problem of 
Western Germany, the abandonment of the rule imposed by the Western 
Powers at the time of the currency reform forbidding deficits in public budgets. 
[he Council has also demanded that a future Federal Government ‘should 
make arrangements to ensure that al] organs concerned with economic policy, 
including the central bank system, should co-operate according to one common 
guiding principle ; this is taken as a criticism of the present arrangement 
whereby the German note issuing bank, the Bank of the German States, is 
under the sole control of the Alhed Bank Commission. 

The report of the Council opposes the principle of public investment, excep 
lor public and social services, such as low-cost housing, which cannot bs 
expected to yield a profit ; but it advises the establishment of a guarante: 
iund supported by public moneys to encourage private capital to go where 
it might not otherwise be pre pared to venture. It also recommends the exten- 


of the present system of granting income-tax concessions for funds saved 
jut describes as undesirable the practice of tax-free loans—as issued by the 
allways and the Reconstruction Loan Corporation—in view of the effect on 


terest rates and on the general tax structure. 

rhe Bizonal Finance Administration has decreed that tax authorities can 
no longer demi ind information about accounts and deposits from banks and 
a institutions unless the taxnaver refoses to make the necessary declara- 
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tion. It is hoped that this measure will restore the necessary confidence 
between the banks and their customers and will help, in conjunction with the 
by the Reconstruction Loan Corporation, to direct into 


1 


ie “ black’ money which originated from tax evasion 


issue of tax-free loans 
the capital market 
ind other illegal activities. 

A financial crists has developed in the Western Zones of Berlin and arrange- 
ments are being made for a loan of 455 million Deutschmarks from the counter- 
part fund formed from the proceeds of U.S.-financed food imports. Of the 
total loan, it is proposed to use 250 million Deutschmarks for investment in 
industry, 55 millions for setting up a power station and the balance for helping 
small-scale business and wholesale merchants to replenish stocks. Present 
difficulties are attributed to the withdrawal of the financial assistance extended 
to Berlin while it was a siege economy without allowing sufficient time fora 


normal economy to develop 


India 

India is being granted releases from her blocked sterling balances to the 
amount of {50 millions for each of the years to June 30, 1950 and 1951. If 
necessary she will be able to draw an extra £50 millions in the first year to 
meet obligations for imports for which contracts have already been placed 
These releases are in addition to one of {81 millions already made to cover 
over-drawings in the year to June 30, 1949. The original three-year pact 
signed in 1948 fixed releases from the blocked balances for the years 1949-50 
and 1950-51 at £40 millions per annum. With the £80 millions free balance 
brought forward from 1947-48, this meant that India had available a total of 
{160 millions to cover its net requirements in the three-year period to June 30 
1951. The effect of the new arrangements ts to increase this sum to {311 
millions. 

[India has undertaken to limit her imports from the dollar area to 75 per 
cent. of the amount actually spent in the calendar year 1948, excluding any 
imports that may be financed by funds drawn from the International Monetary 
Fund or the World Bank. Subject to this obligation being fulfilled, India will 
be permitted to draw on the sterling area pool for the dollars needed to cover 
her dollar deficit, trrespective of her export earnings in dollars. The dollar area 
for this purpose is being defined as the United States, Canada and the America 
Account countries. Purchases from other hard currency areas (defined as 


Belgium, Western Germany, Switzerland, Japa ind Argentina) must 
financed from India’s own earnings of these currencies. 

Previously, India was theoretically limited to a fixed dollar ration from 
sterling pool and the new arrangements are being portrayed by the India 


(;overnment as indicating the restoration of the Dominion to full membership 
of the sterling area. That the 25 per cent. reduction in dollar purchases ts not 
xpected to produce any net contraction in drawings on the pool in the coming 
vear is presumably explained by the time factor and the fact that part of th 
[Indian dollar deficit during the past twelve months was met from dolla 


t 
purchases from the [.M.F 
Israel 
[he Finance Minister of Israel, Mr. Horowitz, has stated that the problem 
of inflation is being tackled with success. He claimed that the general picture 
was one of expansion and development although there were many difficulties 
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ence He estimated that foreign investment in [srael in the first six months of this 
| the year amounted to {20 millions, compared with £150 millions during the whole 
into of the period from 1920 to 1945. 

SiO! The Minister stated that Israel had no intention of altering its foreign 


exchange rates. 


nge- Italy 


a The financial discussions between the British and Italian Governments are 
t ‘ stated to have resulted in an arrangement which will permit Italy’s sterling 
nine funds to be utilized for the purchase of capital equipment in the United 
i. Kingdom. The Italian authorities have disclosed that, in consequence, arrange- 


ided ments are being made to make ten year sterling loans to Italian industrialists 
on conditions that may be even more favourable than those on which E.R.P 


7 loans are made available by the American authorities. It is thought that the 
new facilities will result in the switching of capital goods purchases from 
dollar to sterling sources. 

the The Marshall Plan authorities have granted a loan of nearly $20 millions 

a to the Fiat Motor organization. The same concern is receiving a credit of 

r to $5.8 millions from the U.S. Export-Import Bank. 

ced 

over Japan 

pact — ; : 

9-50 Negotiations with representatives of the sterling area for a trade and 

ar payments agreement for 1949-50 have been taking place in Tokyo. It has been 


I “ revealed that, during the period of the 1948-49 agreement, Japan sold to sterling 
area countries goods valued at £37.5 millions and bought goods valued at 
“ant {22.5 millions. After taking into account earlier credits, the result was a gold 
" and dollar loss to the sterling area of about {9 millions. It has been indicated 
that purchases by sterling area countries from Japan will in future be made 


pet ‘ ; 

pi only to the extent permitted by Japanese purchases from the area. 

ary 

will Netherlands 

vel The World Bank has granted the Netherlands a $15 millions loan at an 

rea interest rate of 3 per cent. Repayment will begin in the fourth year and will 

Ca be completed within 15 vears. The proceeds can be spent in the United States 
switzerland and Belgium, and will be used for the financing of specific projects 
of modernization and expansion in 24 Dutch industries, but mainly in chemicals 
textiles, electrical equipment, paper and machinery 


1a Portugal 


ve On the instructions of the Bank of Portugal, all escudo buying and sellir 
4 rates of exchange were fractionally increased in the second week of Augu 
— ith the exception of rates for the Swiss franc and Argentine peso whi 
mained unchanged. The changes, which mean a de preciation of rather le 
than I per cent. in the escudo in terms of sterling, dollar and other currencie; 
have not been officially explained. 
[he E.C.A. representative in Portugal has stated that the bulk of aid 
lem Portugal will receive under the Marshall Plan in the year to mid-1950 will 
ure take the form of drawing rights under the intra-European payments scheme 


ies (he rest would come from loans and financial credits. He described the 
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principal object of the Marshall Pian in Portugal's case to be the assistance of 
exports that are dollar earners 
Rhodesia 

[he approval of the British authorities has been obtained for a plan t 
raise a loan of £15 millions on the London market to finance part of the cost 

Southern Rhodesta’s four-year development plan. Funds needed for th: 
levelopment of the railways and for the erection of houses for the air training 
scheme will not be drawn from this loan but will be covered by separat: 
arrangements. The issue will be made when market conditions are suitable. 

The Southern Rhodesia Government has agreed to operate the 25 per cent. 
cut in dollar spendings recommended by the London conference. It is hoped 
that when the changes in import arrangements have been put into effect the 
ountry will become a net contributor to the sterling area dollar pool. 


South Africa 

In his statement to the annual meeting of the Reserve Bank of South 
Africa, Dr. de Kock, the Governor, spoke of the grave position created by the 
loss of three-quarters of the gold and foreign exchange reserve in the year to 
mid-1949 and stressed the desirability of attracting capital into the Union 
from abroad. He argued, however, that neither an influx of foreign money 
nor an increase in the price of gold would make it possible for the Union to 
avoid important readjustments in its economy. South Africa would have to 
consume a smaller proportion of its national income with a view to increasing 
its own contribution to the capital requirements of the country. 

The Union authorities have abandoned the attempt to prevent interest 
rates for official borrowing rising above 3} per cent., and Government stocks 
have weakened sharply. The removal of the official peg has been ascribed in 
part to recent developments in the gilt-edged market in London and in part 
to the increasing difficulty encountered by the Union authorities in finding 
unds to finance open market purchases of Government stock. Dis-saving 
through the Post Office Savings Bank and Union Loan Certificates has con- 
siderably reduced the suy ply of funds available to the Public Debt Con- 
nissioner. 

Spain 

The Government has authorised the issue of a loan for 5,000 million pesetas 
for a six-year programme of railway improvement and modernization. Interest 
will be 4 per cent. with redemption of capital in 50 years. The loan is to be 
ecured on the revenue of the railways and will carry a state guarantee. 

An attempt to secure a loan for Spain from the U.S. Export-Import Banh 
has failed, the American authorities having decided that prospects of repayment 
vere not satisfactory 


United States 


{ Sec \ Snvder, outl t} .\dministratio! 

or legislat - A in heme for I -scale U.S. inves 
ment xy he ( I ernni plan the U.S. Export 
Import Bank woul I peculiar to foreign inves 
ent a ] I nabilityv of inve ors to convert into Lx 
dollars earnings in foreign currencies or other amounts received in connect 
with the fore invest! the expropriation of the investor’s property by 
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foreign Government without prompt and adequaté npensation ; and 
nhysical destruction of property incidental to international] war. Mr. Snyder 
} } rq97 t 18 } we] 909 + } sAnvartihilitiy 
suggested that guarantees might be issued against the non-convertibility 


of local currencies in the first instance and might later be extended to cover 
ther risks if the situation seemed to warrant it. 

The Federal Reserve Board has ordered further cuts in bank reserve 
requirements in connection with the Government’s easy money campaign. 
The adjustment released a further $500 millions for lending for New York 
and Chicago banks, $675 millions for reserve city banks and $625 millions for 

country ’’ banks. 

The annual report of the Federal Reserve Board pots out that the Board 
possesses almost unlimited means of combating a depression but repeats an 
earlier complaint that it lacks adequate power to cope with a recurrence of 
strong inflationary pressures. The Board asks for action to ensure that all 
15,000 banks in the country, and not merely the 7,000 member banks, are 
required to meet the reserve requirements of the Federal Reserve system. It 
argues that all banks enjoying Federal deposit insurance should participate 
when national economic conditions demand tighter credit. 





Appointments and Retirements 


} 


Barclays Bank—-Mr. W. C. Russon, M.B.E., has been appointed a member of the Liverpool 
local board. 

District Bank-— Black pool—Corporation Stveet : Mr. T. Smith, from South Shore, Blackpool 
o be sub-manager ; South Shove : Mr. F. Holland, from Corporation Street, Blackpool, to be 
manager. Mr. H. W. Fretwell to be accountant 

Lloyds Bank—Paill Mall Committee, Cox’s and Kiig’s branch (6 Pall Mall, S.W.1) : The first 
members to be Mr. Harald Peake, chairman, General Lord Ismay, G.C.B., C.H., D.S.O., and 


Major-General R. E. Laycock, C.B., D.S.O. Devon and Cornwall Committee : Mr. D. M. Petherick 
a former manager of Exeter branch, has been appointed a member of this committee. Head 
Office, Advance Dept. : Mr. C. H. Ridding, from Temple Row, Birmingham, and Mr. C. C. BR 
Greaves, from Walthamstow, E., to be controller: limmanfore Mr. D. ( Davies, of the 
inspection staff, to be manager. Bargoed so Penga Mr. D. W. jones, from Skewen, to be 
manager on retirement of Mr. H. G. John Bip tha I ; Mr. P. F. Williams 
to be manager Temple fk Mr. S. J]. N. Fenton, M.B.I rom Nailsworth, to be assistant 
manager Tyseley Mr. H. Vernon to be manager Bol Mr. F. E. Goudge, from Sunder- 


and, to be manager in succession to the late Mr. C. J Campt ] Brisiol—St. George Mr. A. H 





Stride, from Gloucester, to be manager on retirement of Mr. F. S. Lennox ; Stokes Croft : Mi 
B. J.C. Hamm, from St. Philip’s, Bristol, to be manager on retirement of \ C. R. J. Grithn 
voydon : Mr. A. J. K. Anderson, D.S.C., from Haywards Heath, to be sub-manager. Dawlish 
Mr. R. J. De wrick, from Teignmont! » be manage Ilfracombe Mr. S. D. Tyrer, 
from Plymouth, to be manager Kent n, N.U Mr. H. |. Wheeler to be manager 
iwerpool, London Road Mr. J. A. Rawcliffe, from Hull, to be manager on retirement of Mr. R. M 
Stewart, M.¢ Verthy fl (aiso J i Mr. K. Howells, from Ammanford, to be manage1 
Mr. H. Rees, M.M., owing to ill health, is unable to take up this appointment. Newport, Pembroke- 
hive: Mr. W. J]. Jenkins, from Haverfordwest » be manager on retire 1t of Mr. |. W 
Hughes, M.S.M. Oxted Mr. G. H. ! i] or rovdon, to be manager ou retirement of M 
B. Muntz. Ply } Mr. |. H. Brock, from Wadebridge, to be b-manager. Skewes 
Mr. H. G. Hill, from Neath, to | nanagel S l \ J. F. Brov vi the inspectio 


staff, to be sub-manager 

Martins Bank eeds Ojjice, Trustee Departmes rer. &, He. i Whitel to be man 
Manchester, Cheetham : Mr J]. D. Tomkvs to be manaver on tirement of ; 
Mercantile Bank of India——-Sir Kenneth Mealing will be < ii th § Thomas Smit 
as deputy chairman 

Midland Bank—Head Office Mr. E. C. Bird, of Stoke-on-T t » be superintendent ot 


branches on retirement of Mr. T. Heffer ; Mr. H. W. Sheffner, of West Smithfield, to be a super- 
ntendent of branches. /ondon, West Smithfield : Mr. W. A. E. Pingree to be assistant manage 


lolyhead : Mr. L. E. Roberts, of Llandilo, to be manager. Liandilo : Mr. |. Davies, of Whitland, 
to be manager. -Stoke-on-Trent : Mr. A. W. G. Buttle, of Letchworth, to be manager. Waliham 
Cross Mr. L. R. Tarlton to he anager in suecession to the late Mr. A. R. Curtis 
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Publications 


Williams Law and Practice in Bankruptcy. Sixteenth Edition. By 


V. R. Aronson, M.A., B.C.L., Barrister-at-Law, and Muir Hunter, B.A. 


Barrister-at-Law. (Stevens and Sweet & Maxwell, 1,032 pp. + xcvi, £4 4s. od.) 
Chis book is recognized as the standard work of reference upon one of the most 
important and most difficult of legal subjects. First published seventy years 
igo, it is distinguished by generations of scholarship. The present edition 
published after a gap of twelve years, maintains a worthy tradition. The 
editors regret in their preface that difficulties of publication necessitated a 
discontinuance of the marginal notes, but many readers will surely find the 
present lay-out more attractive. As always in a work of this type the authors 
have wisely left untouched opinions of previous learned editors where there 
is no clear conflict with present law—in fact, references to “‘ changes ”’ effected 
by what were at one time new acts still appear. If there is any general criticism 
it would be that readers would wish to receive more of the personal views of 
the editors, for, in spite of the importance of the subject commercially, the 
specialists appear to be diminishing in number. 

Bankers will observe with interest the authors’ comment in their preface 
on the case of Re Kushler (M.) Ltd., 1943, Ch. 248, from which the lightening 
of the burden of proof of fraudulent preference resulted—a matter to which 
the London Clearing Bankers drew the attention of the Cohen Committee, and 
which was the subject of an article in THE BANKER in August, 1943. Unfor- 
tunately, however, although the bankruptcy legislation of the Companies Acts 
of 1947 and 1948 is the subject of brief reference in the text (and is quoted 
in the appendix), there is no comment on the practical application of the 
somewhat abstruse provisions dealing with fraudulent preference. In view 
of the increasing practice of banking accounts being opened—to the banker's 
potential detriment—in the name of a bankrupt’s wife, it is of particular interest 
to see the references on page 256 to the disposition of moneys from such an 

‘ount, which were held to be outside the clutches of the trustee even though 
aaa afte ‘r the date of the receiving order. But for standard works of this 
character references to such old precedents, that yet remain binding law 
might well be lost. This accumulated scholarship is of particular assistance 

the copious notes Srgeer my the vexed question of just what amounts to 


uspension of payment and is thus an act of bankruptcy. It will be understood 
» doubt that these appreciative references are symptomatic of the value of 
ie book as a whole. In fact its publication amounts almost to a public duty 
ind its editors deserve the thanks of the legal world.—F.R.R 


he Finance Act, 1948. By William Lindsay. (Butterworth, 176 pp., 153.) 
\s usual with surveys in this series, this work appends detailed comment 
to each section of the Act—the only really practical method of treatment. In 
iddition, it is possible to see the principal effects of the Act at a glance, 
from a summary given in the introduction. We are reminded at once of the 
important character of the statute compared with that of 1949. The most 
complicated part of the 1948 Act from a legal standpoint, and perhaps the 
most controversial also, is the Special Contribution, which is excellently 


an 
alc 
ac 


lal 


By 
B. A 
1s. od.) 
eC most 
years 
dition 
The 
ited a 
id the 
thors 
there 
fected 
ticism 
‘WS of 
y, the 


reface 
ening 
which 
>, and 
Infor- 
; Acts 
uoted 
f the 
view 
iker’s 
ferest 
h an 
ough 
this 
+ law 
‘ance 
ts to 
stood 
1e O! 
duty 


the 
ntly 








PUBLICATIONS 209 








analysed, despite the unprecedented character of the tax. On this score 
alone the 1948 volume will be of more than usual value to solicitors and 
accountants. Next in importance from a commercial aspect are the restrictive 
sections (38 to 46) dealing with expenses allowances. Of recent years most 
Finance Acts have contained much to which accountants and solicitors regu- 
larly have to revert and the 1948 Act is by no means an exception. This 
reprint from Butterworth’s Annotated Legislation Service maintains the high 
standard of assistance rendered to the professions and commerce by its 
predecessors. 
Common Law Liability of Master to Servant. By Francis P. 
Coombes and J. E. Jackson. (Stone & Cox Ltd., 73 pp., 5s. 6d.) This little 
book deals with the liability of an employer to his servant for negligence— 
subject which, as the authors indicate in their preface, has become of more 
practical importance of late as a result of the abolition of the old doctrine of 
‘common employment ’’. By this doctrine, subject to somewhat capricious 
exceptions, a master was not responsible to his servant for injuries sustained 
in the course of his employment by virtue of the negligence of a fellow-employee. 
The abolition of this doctrine was associated with the replacement of Work- 
man’s Compensation legislation by provisions in the social insurance scheme, 
and was effected by the Law Reform (Personal Injuries) Act, 1948. The book 
seeks to serve employers, insurance and trade union officials, law students and 
legal practitioners—rather too wide a field. In fact, to appreciate this volume 
the reader must have a legal background ; all leading cases and all recent ones 
of importance are recapitulated but without sufficient guidance to enable the 
layman, or perhaps even the student, to appreciate their relative significance. 
Nevertheless, the authors have provided a very sound and useful work of 
immediate practical reference upon a subject of topical significance. —F.R.R. 





Publications Received 

Colonization, The Concept of. A lecture delivered before the University of Oxford by S. Herbert 
Frankel (Geoffrey Cumberlege, Oxford University Press, pp. 24, price 2/-) 

Costing, A Rapid Course in, by J. H. Burton (Barkeley Book Co., Ltd., pp. 52, price 3/-). 

Economic Calculation in the Socialist Society, by T. J. B. Hoff (Wm. Hodge & Co., Ltd., pp. 264, 
price 21/-). 

Economic Problems, Five Lectures on, by George J]. Stigler (published for the London School 
of Economics by Longmans, Green « Co., pp. 65, price 7/6). 

Lombard Street in War and Reconstruction, by Benjamin H. Higgins Occasional Paper 2% 
National Bureau of Economic Research, New York, pp. 108, price $1). 

Management Abstracts, Vol. 2, No. 7 (British Institute of Management, pp. 32) 





Bank Clerks’ Orphanage 


At the 66th annual meeting of the Bank Clerks’ Orphanage last month, Viscount 
Goschen was able to announce that the benefits of the Orphanage could now be extended 
to all children of deceased or incapacitated members or subscribers under 16 years of 
age. Hitherto only children between 6 and 16 have been eligible. It is the policy of the 
Orphanage to maintain its protégés in the schools they were attending on the death of 
their parent member or subscriber, or in carefully selected public or private schools 
where they are treated like any other pupils. At the year-end the Orphanage had 51,453 
members and subscribers, 1,573 more than last year, while 554 children were under 
its Care. 



















“SOCIAL SECURITY ” 


Social Security is not new. 


i 
' 
| 
| 
| it has been enjoyed for almost a century by the many thousands of 
regular savers who have entrusted their small and large investments to the 
Burnley Building Society 


The security of the home and family is the personal responsibility of 
every member of the family. There is pride in security. 


The Burnley is pleased to encourage the habit of regular saving for the 
good things in life, for additional comforts in old age, and for the inevitable 
“rainy day" that comes at some time or other to every family. 


We shall be pleased to send literature to show to your clients likely to 
be interested in small or large investments in the Burnley Building Society. 


Head Office: 
GRIMSHAW STREET, BURNLEY. 
Chairman sR JOHN H. GREY, 1.P London Office: 


WILLIAM HIRST 192-3, HIGH HOLBORN, W.C.i. 









General Manager 
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HEAD OFFICE: 


73 Chancery Lane, LONDON, W.C.2 


Tel. . Grams. : 
HOLborn 8411 (8 lines) Penetrancy, Holb., London 
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